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Museum  Plans  Move  to  Wall  Street 

30,000  sq.  ft.  Museum  will  be  Financial  District  Visitors  Center 

By  Kristin  Aguilera 


On  November  28,  2005,  the 

Museum  signed  a lease  on  30,000 
square  feer  of  space  in  the  land- 
marked  former  headquarters  of  the 
Bank  of  New  York  at  48  Wall  Street 
in  Lower  Manhattan.  The  Museum 
will  occupy  the  building’s  majestic 
banking  hall,  which  will  be  the  pri- 
mary exhibition  space,  as  well  as  two 
additional  floors  featuring  a state-of- 
the-art  financial  education  center, 
auditorium,  library,  and  research 
facility.  The  new  space  is  scheduled 
to  open  by  the  end  of  2006. 

John  Herzog,  founder  and  chair 
of  the  Museum,  said  the  48  Wall 
Street  address  is  ideal  not  only  for 
its  Downtown  location,  but  for  its 
architecture  and  history. 

“In  planning  the  Museum’s  move 
to  larger  quarters,  we  felt  it  was 
important  to  choose  a site  with  his- 
toric significance,”  Herzog  said. 
“And  perhaps  there  is  no  more  fit- 
ting a home  for  the  Museum  of 
American  Finance  than  the  former 
headquarters  of  New  York’s  first 
bank,  which  was  founded  by 
Alexander  Hamilton,  creator  of  our 
nation’s  financial  system.” 

The  announcement  of  the 
Museum’s  new  home  was  made  in 
tandem  with  that  of  a recent  name 
change  from  the  Museum  of  Ameri- 
can Financial  History  to  the 
Museum  of  American  Finance.  Exec- 
utive Director  Lee  Kjelleren  said  the 
Board  felt  the  new  name  better 
reflects  the  Museum’s  growing  com- 
mitment to  its  role  as  a guardian  of 


The  Museum's  primary  exhibition  space  will  occupy  the  building's  former  banking  hall. 


Murals  depicting  scenes  of  business  and  industry  line  the  walls  of  the  exhibition  hall. 
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America’s  collective  financial  mem- 
ory, and  as  an  interpreter  and  expli- 
cator  of  current  financial  issues. 

“Modifying  our  name  and  mov- 
ing into  a magnificent  new  facility 
are  momentous  milestones  in  our 
quest  to  build  the  Museum  into  a 
national  institution  of  distinction, 
Kjelleren  said.  “Our  new  home  on 
Wall  Street  will  enable  us  to 
expand  our  reach  significantly,  giv- 
ing New  Yorkers,  as  well  as 
national  and  international  visitors, 
the  tools  they  need  to  lead  more 
financially  secure  lives." 

The  Museum’s  move  was 
prompted  by  rising  demand  for  its 
programs  and  services  in  recent 
years.  As  financial  literacy  becomes 
an  increasingly  important  compo- 
nent of  middle  and  high  school  cur- 
ricula, the  Museum  has  renewed  its 
emphasis  on  financial  education  - 
from  teaching  responsible  saving 
and  investment  habits  and  encourag- 
ing entrepreneurship  to  explaining 
how  the  capital  markets  work. 

The  Museum’s  new  home  at  48 
Wall  Street,  one  block  from  the  New 
York  Stock  Exchange,  will  provide 
Wall  Street  visitors  w'ith  the  oppor- 


The facade  of  the 

Museum's  new  home  at  4S  Wall  Street. 


tunity  to  learn  about  the  NYSE  and 
other  exchanges,  and  to  experience 
the  excitement  of  the  exchanges 
through  live  feeds  from  their  trading 
floors  to  large  screens  in  the 
Museum.  Exhibits  will  be  geared  for 
both  children  and  adults  and  will 
focus  on  various  aspects  of  money, 
finance,  banking,  entrepreneurship, 
and  the  history  of  the  American 
financial  markets.  The  financial  edu- 
cation center,  which  will  be  a collab- 
orative effort  with  the  National 
Council  on  Economic  Education 
(NCEE),  will  combine  classroom 
space  w'ith  interactive  kiosks  and 
displays.  Various  symposia  and  tele- 
vised issue  debates  are  also  planned. 

The  Museum  has  hired  the 
award-winning  architectural  design 
firm  of  Wank  Adams  Slavin  Associ- 
ates (WASA)  as  lead  architect  on  the 
project.  The  Museum  has  launched 
a $10  million  capital  campaign  to 
fund  the  buildout  and  the  first  years 
of  operation  in  the  new  facility. 
Individual  and  corporate  naming 
opportunities  are  available  at  vari- 
ous levels,  and  the  grand  mezzanine 
is  available  for  corporate  and  pri- 
vate functions,  Ha 


The  Museum  would  like  to  thank  these  members  for  their  generous  recent  gifts: 


Benefactor  - S 1 0,000+ 

Mr.  George  M.  Jones,  111 
Dr.  Martin  Zwieg 

Patron  - $5,000+ 

Mr.  Timothy  Schantz 
Dr.  Richard  Sylla 

Sponsor  - $ 1 ,000+ 

Mr.  Richard  T.  Gregg 
Mr.  Martin  A.  Packouz 
Mr.  William  A.  Porter 
Mr.  George  M.  Yeager 

Alexander  Hamilton  Society  - $500+ 

Mr.  Robert  E.  Akeson 

Mr.  Jonathan  L.  Auerbach 

Mr.  Jay  A.  Buckingham 

Mr.  Patrick  Donohue 

Mr.  6c  Mrs.  Jeffrey  Lynford 

Mr.  Donald  Parisi 


Mr.  Thomas  L.  Reed 
Mr.  John  E.  Watson,  III 

Smithsonian  Affiliate  Members  - $150+ 

Ms.  Julie  Baker 

Ms.  Molly  G.  Baylev 

Mr.  Arnold  Beiles 

Mr.  Howard  I . Blum,  Jr. 

Mr.  Bryan  C.  Campbell 
Mr.  Pat  Ellebracht 
Ms.  Gail  Erickson 
Ms.  Diana  Henriques 
Mr.  David  W.  Hunter 
Mr.  Harry  A.  Jacobs,  Jr. 

Mr.  Kevin  Hart  Kornfield 
Mr.  6c  Mrs.  William  Lease 
Mrs.  Susan  Lee 
Ms.  Ann  B.  Lesk 
Mrs.  Bobye  List 
Mr.  A.  Peter  Low 


Dr.  Alan  S.  Luria 

Mr.  Blaise  J.  Masone 

Mr.  Martin  E.  Messinger 

Mr.  Brian  O'Connor 

Mr.  Peter  O’Keefe 

Mr.  Denis  C.  Picard 

Mr.  Gurrie  Rhoads 

Mr.  Murry  Stegelmann 

Mr.  Brian  F.  Trumbore 

Mr.  Stephen  M.  Winningham 

Ms.  Alison  Winter 

Ms.  Kdith  Wulach 


The  Museum  thanks  all  contributors  for 
their  continued  support.  To  learn  how  you 
or  your  organization  can  participate  in  the 
Museum’s  program,  educational,  and  service 
mission,  please  call  212-908-4604. 
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Pictured  left  to  right:  Steven  Wheeler,  New  York  Stock  Exchange  archivist;  Lee  Kjelleren,  the 
Museum’s  executive  director;  John  Herzog,  the  Museum's  founder  and  chairman;  and  Chris  McKay, 
Bank  of  New  York  archivist  at  the  January  1 1 commemoration  of  Alexander  Hamilton’s  birthday. 


John  Herzog  leads  a tour  of  the  Museum's  new  space.  The  concourse  level  of  the  facility,  shown 
here,  will  be  built  out  to  include  a 250  seat  auditorium,  classrooms,  archives  and  library. 


Founder’s  Letter 

By  John  E.  Herzog 

On  January  1 1 , we  celebrated  the  249th 
birthday  of  our  inspiration,  Alexander 
Hamilton,  with  the  commencement  of 
buildout  in  the  Museum's  new  home  at 
48  Wall  Street.  It  was  a fine  day,  not 
too  cold,  and  about  30  people  joined 
the  Museum  staff  and  our  architects, 
WASA,  for  a glimpse  at  how  things 
might  look  in  the  future.  The  future,  in 
this  case,  is  now  less  than  a year  away, 
as  the  proposed  opening  of  the  new 
Museum  is  January  1 1,  2007.  On  that 
day,  we  will  celebrate  the  250th  birth- 
day of  our  spiritual  founder,  and  “cut 
the  ribbon”  on  the  splendid  newly 
restored  space,  which  will  bring  us  to  an 
exciting  and  greatly  enhanced  place  in 
the  financial  solar  system. 

This  will  be  a very  exciting  time, 
with  numerous  crucial  activities  pro- 
ceeding in  parallel.  There  will  be  the 
design  of  the  space,  with  all  the  attrib- 
utes for  three  floors,  construction, 
exhibit  design  and  installation,  shop 
design  and  installation,  and  finally, 
though  hardly  last  in  line,  raising  the 
capital  we  need  to  accomplish  all  of 
these  interlocking  objectives. 

Our  Capital  Campaign  Committee 
has  been  operating  quite  well  for  just 
under  a year,  ably  chaired  by  Trustee 
Tim  Schantz.  During  that  time,  a cam- 
paign brochure  has  been  created  and 
printed,  the  case  statement  has  been 
articulated  and  nears  final  form,  and 
numerous  lists  have  been  developed  for 
fund-raising  calls. 

The  mission  is  to  raise  $10  million, 
or  more  as  needed.  We  will  be  keeping 
you  all  informed  about  this.  We  have 
also  developed  a list  of  naming  oppor- 
tunities for  one-time  donations.  Those 
opportunities  include  restoring  the 
beautiful  murals  on  the  grand  mezza- 
nine, repairing  the  four  clocks  in  that 


space,  and  endowing  the  250  chairs  in 
the  auditorium. 

We  think  the  range  will  provide 
everyone  with  a way  to  participate  in 
the  project,  and  that  is  our  special 
objective.  We  know  how  supportive 
you  have  all  been  over  the  years,  and 
now,  we  hope  you  will  not  be  surprised 


if  a capital  campaign  letter  finds  its  way 
to  your  mailbox.  We  need  all  the  help 
you  are  able  to  give,  and  as  in  the  past, 
that  help  will  be  our  best  foundation  of 
support  for  the  next  chapter  in  the 
Museum’s  growth.  Please  let  us  hear 
from  you,  and  many  thanks  for  your 
attention.  Ha 
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Zweigs  Host  Annual  Museum  Gala 


By  Kristi n Aguilera 

On  November  28,  Museum  Trustee 
and  Zweig  Funds  Chairman  Marty 
Zweig  and  his  wife  Barbara  hosted 
the  Museum's  annual  Fall  Gala  in 
their  stunning  penthouse  apartment 
atop  the  Pierre  Hotel.  At  the  event, 
more  than  250  Museum  members  and 
supporters  witnessed  an  historic 
moment  in  the  history  of  the 
Museum,  as  Founder  and  Chairman 
John  Herzog  announced  the 
Museum's  upcoming  move  to  48  Wall 
Street  and  a name  change  to  the 
Museum  of  American  Finance. 

Keynote  speaker  John  C.  White- 
head,  Chairman  of  the  Lower  Man- 
hattan Development  Corporation 
(FMDC),  enthusiastically  pledged 
the  LMDC’s  support  for  the 
Museum's  expansion  and  relocation, 
and  stressed  the  importance  of  this 
project  to  the  revitalization  of  Lower 
Manhattan. 

Guests  enjoyed  360-degree  views 
of  the  city  and  Central  Park  on  an 
unseasonably  warm  evening,  and 
viewed  the  Zweigs’  unparalleled  col- 
lection of  artwork,  sports  and  enter- 
tainment memorabilia,  which  include 
Jackie  Robinson’s  rookie  year  jersey, 
the  dress  Marilyn  Monroe  wore 
when  she  sang,  “Happy  Birthday,  Mr. 
President,”  and  several  World  Series 
trophies. 

Also  on  display  were  photographs 
and  architectural  renderings  of  the 
Museum’s  future  home,  as  the  Gala 
served  as  a launch  for  the  Museum’s 
capital  campaign. 

Anyone  interested  in  contributing 
to  the  capital  campaign,  or  becoming 
involved  in  the  48  Wall  Street  project 
is  encouraged  to  call  Patricia  Robin 
at  212-908-4694.  na 


Executive  Director  Lee  Kjelleren  (L)  ami  Fournier  John  Herzog  (R) 
announce  the  Museum’s  move  to  4S  Wall  Street  at  the  Fall  Gala. 


Museum  Trustee  Marty  Zweig  welcomes  Fall  Gala  attendees  to  his  home. 


John  Whitehead , Chairman  of  the  Lower  Manhattan  Development  Corporation,  expresses  his  support 
of  the  Museum's  upcoming  move  to  48  Wall  Street. 
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Families  Invited  to 

Celebrate  Tax  Day  at  the  Museum 


By  Kristin  Aguilera 

On  Saturday,  April  15,  children  and 
their  parents  are  invited  to  celebrate 
tax  day  at  the  Museum  with  “Finan- 
cial Literacy  Family  Day.”  This  event 
will  commemorate  National  Financial 
Literacy  Month  and  will  take  place 
from  10  am  to  4 pm  in  the  Museum’s 
gallery  at  28  Broadway.  It  will  feature 
money-themed  arts  and  crafts,  demon- 
strations on  our  1 9th-century  “spi- 
der” printing  press,  giveaways  and 
speakers  from  the  US  Secret  Service, 
the  Do  Something  Financial  Education 
Challenge,  Citigroup,  the  State  of 
New  York  Banking  Department  and 
the  popular  PBS  animated  program 
“Cyberchase.”  Children  under  the  age 
of  18  will  be  admitted  free  of  charge 
all  day;  adults  will  be  charged  a $2 
Museum  admission  fee. 


Other  upcoming  events  for 
Museum  members  will  include  a talk, 
reception  and  book  signing  with 
Edward  J.  Renehan,  Jr.,  author  of 
Dark  Genius  of  Wall  Street:  The  Mis- 
understood Life  of  Jay  Gould,  King  of 
the  Robber  Barons , on  March  29  at 
the  NYU  Stern  School  of  Business  and 
a talk,  book  signing  and  whiskey  tast- 
ing with  author  William  Hogeland  on 
The  Whiskey  Rebellion:  George  Wash- 
ington, Alexander  Hamilton,  and  the 
Frontier  Rebels  Who  Challenged 
America’s  Newfound  Sovereignty  at 
the  Wall  Street  Rising  Downtown 
Information  Center  on  April  11.  HO 

For  additional  information,  please  see 
our  Events  Calendar  on  page  37  or  e- 
mail  kaguilera@financialhistory.org. 


A child  inspects  the  watermark  on  a counter- 
feit note  while  a Secret  Service  agent  looks  on 
at  the  Museum's  Fall  2005  Family  Day. 
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Education  Foundation 

Corporate  Donors  — $1,000+ 

The  Bank  of  New  York 
Bloomberg  LP 
Champion  Stamp 
Cornerstone  Research 
DeWitt  Stern 
Fidelity  Investments 
Investment  Company  Institute 
The  KAP  Group  LLC 
LaBranche  & Company,  Inc. 

Lehman  Brothers 


Maxim  Group  LLC 
Nemco  Brokerage,  Inc. 

Northern  Trust 
Peoples  Energy 
The  Reserve  Funds 
Security  Traders  Association 
Smythe  & Co.,  Inc. 

Society  of  Investment  Professionals,  NY 

Foundation  Support 

Blanche  T.  Enders  Charitable  Trust 
FJC 

Michael  Lynch  & Susan  Baker  Foundation 
NYMEX  Charitable  Foundation 
Oak  Philanthropy,  Inc. 
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Work  independently,  or  in  conjunction  with 
in-house  or  outside  communications  teams. 
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Regional  Offices 
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Vancouver 
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Is  the  Next  Jay  Gould  in  My  Classroom? 


By  Brian  Grinder  and  Dan  Cooper 


A COUPLE  of  YEARS  AGO  I required  my 
investments  class1  to  read  and  write 
reviews  on  Arthur  Levitt’s  book  Take 
on  the  Street.  The  stories  of  abuses  by 
analysts,  brokers,  accounting  firms, 
and  corporate  executives  during 
Levitt’s  tenure  as  SEC  chairman 
sparked  a surprising  moral  outrage  in 
the  students  that  was  clearly  reflected 
in  their  written  comments.  As  we  dis- 
cussed this  in  class,  it  became  apparent 
that  these  students  believed  their  gen- 
eration would  do  a much  better  job  of 
policing  the  financial  markets  and 
ensuring  that  the  scandalous  activities 
that  occurred  at  Enron  and  WorldCom 
would  never  happen  again. 

Can  it  be  that  a generation  that 
thinks  it’s  OK  to  cheat  as  long  as  you 
don’t  get  caught  can  clean  up  the 
financial  markets?  As  I puzzled  over 
this  moral  blind  spot  in  my  students,  I 
began  to  wonder  whether  I was  help- 
ing to  create  the  next  Jay  Gould.  Ini- 
tially, I thought  of  Gould  in  the  nega- 
tive sense.  To  outsiders,  Gould’s 
personal  life  seemed  to  be  governed  by 
a moral  compass  that  was  disregarded 
in  his  business  dealings.  Even  today, 
Gould,  more  than  any  of  the  other 
Wall  Street  operators  of  his  time,  is  fre- 
quently trotted  out  as  an  example  of 
the  evils  of  a capitalist  system  run 
amok.  But  as  I looked  beyond  the  leg- 
end and  the  hyperbole  that  surrounded 
Gould,  I realized  that  there  were  some 


qualities  in  Gould’s  business  dealings 
that  the  next  generation  would  be  well 
advised  to  emulate.  Before  we  examine 
these  qualities,  let’s  first  look  at  the 
“dark  side”  of  Jay  Gould. 

Gould’s  reputation  as  a Nth  cen- 
tury Wall  Street  bad  boy  was  initially 
established  by  his  participation  in  the 
Erie  War  and  by  his  attempt  to  corner 
the  gold  market.  Both  of  these  events 
took  place  in  the  late  1860s.  The  Erie 
War  pitted  Gould  against  Cornelius 
Vanderbilt  for  control  of  the  poorly 
managed  Erie  Railroad.  During  the 
contest  both  sides  engaged  in  stock 
manipulation,  bribery,  and  the  effec- 
tive manipulation  of  unbelievably  cor- 
rupt state  and  local  governments.  In 
the  end  Gould  and  his  partner,  Jim 
Fisk,  won  control  of  the  Erie. 

Gould  and  Fisk  were  also  involved 
in  an  audacious  attempt  to  corner  the 
gold  market  in  September  of  1869. 
Part  of  the  plan  involved  convincing 
the  Grant  administration  not  to  sell 
gold  into  the  market  during  the 
attempted  corner.  However,  once 
Grant  realized  that  he  was  being  used 
for  ill  gain,  the  scheme  quickly  unrav- 
eled. Unfortunately  Gould  had 
already  begun  his  attempt  to  corner 
the  market  before  he  learned  that 
Grant  would  not  cooperate.  The  failed 
corner  caused  a great  deal  of  turmoil 
in  the  markets  and  brought  ruin  to 
many  Wall  Street  operators.  This 


event  also  cemented  Gould’s  reputa- 
tion as  an  evil  money  grubbing  demon 
from  hell. 

On  the  other  hand,  Jay  Gould’s 
decision  making  skills  served  him 
equally  well  in  the  trenches  of  Wall 
Street  and  in  the  board  room.  In  mod- 
ern parlance,  we  would  characterize 
Gould  as  an  out-of-the-box  thinker  or 
a creative  problem  solver:  someone 
with  an  uncanny  ability  to  turn  threats 
into  opportunity.  Banker  Jesse  Selig- 
man  probably  said  it  best  in  an  inter- 
view shortly  after  Gould’s  death  in 
1892:  “I  can’t  say  that  Mr.  Gould  was, 
in  his  moral  nature,  much  better, 
much  worse,  or  much  different  than 
any  other  shrewd  and  sharp  player  of 
his  generation.  I’ve  known  them  all. 
I’ve  known  Jay  Gould  better  than 
most.  And  I can  tell  you  he  deserves 
no  more  notoriety  than  those  against 
which,  and  with  which,  he  played.  If 
he  was  exceptional,  it  was  as  a strate- 
gist. He  had  a certain  genius.  Time 
and  time  again,  Wall  Street  never  saw 
him  coming.”  (emphasis  added,  see 
Renehan) 

These  strategic  skills,  which  Gould 
seemed  to  have  come  by  naturally,  are 
the  kind  of  skills  that  our  business 
colleges  are  striving  to  instill  in  stu- 
dents today. 

One  of  my  favorite  Jay  Gould  sto- 
ries has  to  do  with  the  rate  war  he 
fought  with  Cornelius  Vanderbilt’s 
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Gould  is  depicted  as  a spider  in  this  cartoon,  published  in  1885. 


New  York  Central  Railroad.  In  nor- 
mal times,  according  to  historian 
Maury  Klein,  the  rate  per  carload  for 
eastward  bound  livestock  was  $125. 
As  the  war  heated  up,  rates  dropped 
to  $100  per  carload,  then  $75,  then 
$50.  In  the  heat  of  battle,  Vanderbilt 
delivered  what  he  thought  would  be 
the  fatal  stroke  by  lowering  the  rate  to 
$1  per  carload.  He  was  initially 
delighted  that  his  cars  were  full  while 
the  cars  of  Gould’s  Erie  Railroad  sat 
empty.  But  when  he  discovered  that 
Gould  and  Fisk  had  taken  advantage 
of  Vanderbilt’s  ridiculously  low  rates, 
purchased  all  available  livestock  in 
Buffalo,  shipped  them  on  Vanderbilt’s 
Central  to  New  York,  and  profited 
immensely  at  his  expense,  the  Com- 
modore was  outraged.  Lesser  men 
would  have  been  ruined  by  Vander- 
bilt, but  Gould’s  quick  thinking  turned 
a potential  disaster  into  easy  profits. 

The  latter  part  of  Gould's  career 


saw  him  managing  two  major  corpo- 
rations: The  Union  Pacific  Railroad 
and  Western  Union.  The  best  evidence 
indicates  that  Gould  was  an  able 


administrator  who  focused  on  mini- 
mizing costs  and  maximizing  profits. 
In  the  case  of  the  Union  Pacific,  Gould 
took  it  from  the  ruins  of  the  Credit 
Mobilier  scandal  and  transformed  it 
into  an  efficient,  profitable  corpora- 
tion. 

Nevertheless  Gould’s  bad  reputa- 
tion has  endured  for  a number  of  rea- 
sons. First,  Gould  never  made  a seri- 
ous attempt  to  rebuild  his  tarnished 
reputation.  True  to  form,  he  was  able 
to  use  the  seeming  weakness  of  a bad 
reputation  to  his  advantage.  Many 
saw  the  evil  Mr.  Gould  as  the  unseen 
force  behind  every  conceivable  Wall 
Street  disaster.  This  gave  Gould  an 
advantage  because  the  aura  of  mystery 
surrounding  him  allowed  him  to  keep 
his  competitors  guessing.  Given  his 
reputation,  he  was  often  able  to  accu- 
rately predict  how  Wall  Street  would 
react  to  his  actions. 

Second,  the  news  media  was  more 
than  willing  to  sensationalize  his 
escapades  in  print  and  in  the  cartoons 
of  Thomas  Nast  and  others  in  order  to 
sell  newspapers. : Third,  Gould  made 
enemies  of  Charles  and  Henry  Adams. 
Unlike  Gould,  the  Adams  brothers 
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were  prolific  writers  and  were  only  too 
willing  to  castigate  Gould  in  print. 
Charles  managed  to  wrest  control  of  the 
Union  Pacific  from  Gould  in  1884  only 
to  have  Gould  regain  control  in  1890  a 
couple  of  years  before  his  death. 

In  their  book  Chapters  of  Erie, 
Gould  is  described  as  a spider  spinning 
webs  of  intrigue  in  dark  corners. 
Henry  Adams  writes,  “It  is  scarcely 
necessary  to  say  that  he  had  not  a con- 
ception of  a moral  principle.”  The  dis- 
paragement of  Gould  continued  with 
other  writers  after  Gould  had  passed 
from  the  scene.  In  Forty  Years  on  Wall 
Street,  which  was  originally  published 
in  1898,  Alexander  Dana  Noyes  writes 
of  Gould:  “He  mastered  more  com- 
pletely than  any  other  promoter  in  our 
history  the  art  of  buying  worthless 
railways  for  a song,  selling  them  at 
fancy  figures  to  a solvent  corporation 
under  his  own  control,  and  then  so 
straining  the  credit  and  manipulating 
the  books  of  the  amalgamated  com- 
pany as  to  secure  his  own  safe  retreat 


through  the  stock  market.  He  was  not 
a builder,  he  was  a destroyer...”  (p. 
63).  With  few  exceptions,  most  of 
Gould’s  chroniclers  through  the  years 
have  treated  him  as  a villain.3 

Finally,  we  are  often  guilty  of  judg- 
ing the  actions  of  an  historical  charac- 
ter by  our  own  current  legal  and  ethical 
standards.  Many  of  Gould’s  activities 
would  have  been  illegal  under  today’s 
laws,  but  there  were  no  such  laws  in 
the  late  19th  century.  There  is  no  doubt 
that  Gould’s  actions  were  often  unethi- 
cal and  sometimes  illegal,  but  we  must 
be  careful  not  to  condemn  everything 
about  the  man  until  we  have  made  a 
careful  study  of  his  life  and  times. 

If  the  next  Jay  Gould  is  sitting  in  my 
classroom,  I hope  that  I will  be  able  to 
help  him  or  her  develop  the  innate 
skills  he  or  she  already  possesses.  I also 
hope  that  I can  be  a positive  influence 
on  “my  Jay  Gould”  when  it  comes  to 
the  difficult  ethical  and  legal  decisions 
he  or  she  will  have  to  make  in  the 
future.  Should  he  or  she  fall  short,  I 


trust  that  my  students  and  I will  avoid 
the  mistakes  of  the  past  and  take  a 
more  balanced  approach  in  analyzing 
the  situation. 

Few  of  my  students  will  ever  find 
themselves  in  a situation  where  a 
single  unethical  or  illegal  decision 
could  net  millions  of  dollars.  They 
will  never  know  the  very  real  tempta- 
tion of  great  wealth  and  power.  How- 
ever, should  they  ever  be  in  that  posi- 
tion, their  behavior  could  well  be 
affected  by  how  they  handle  small 
decisions  now.  BO 

Brian  Grinder  is  a professor  at  East- 
ern Washington  University  and  a 
member  of  Financial  History’s  editor- 
ial board.  Dr.  Dan  Cooper  is  the  pres- 
ident of  Active  Learning  Technologies. 
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Notes 

1.  This  was  Brian’s  class  at  Eastern  Wash- 
ington University. 

2.  See  Klein  insert  between  pages  374  and 
375  for  examples  of  Gould  cartoons. 

3.  See  Klein  pages  1-3  for  various  quotes 
over  the  years  pertaining  to  Gould’s 
evil  character. 
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FOR  BLOFELD 


Hedge  Funds, 

By  Scott  B.  MacDonald 


During  zoo,  the  financial  press 
focused  on  hedge  funds.  After  all, 
massive  amounts  of  money  were  flow- 
ing into  firms  largely  unknown  to  the 
public.  One  major  network  even  ran  a 
special  segment  throughout  much  of 
the  summer  called  “Hedge  Fund 
Heat,”  investigating  the  truth  about 
the  firms  and  people  in  the  industry.  It 
was  as  though  a curtain  was  suddenly 
lifted  upon  a secretive  fraternity, 
whose  goal  was  global  domination. 
There  was  almost  a sense  of  disap- 
pointment that  there  was  no  Ernst 
Blofeld,  James  Bond’s  nemesis  and 
head  of  SPECTRE  (the  Special  Execu- 
tive for  Counterintelligence,  Terror- 
ism, Revenge  and  Extortion).  That 
said,  the  scandal  at  Bayou  Manage- 
ment and  the  involvement  of  a hedge 
fund  with  the  failure  and  fraud  at 
Refco,  a major  Wall  Street  derivatives 
firm,  raised  enough  suspicion  over  the 
sector  to  leave  a sense  of  mystery  and 
a desire  by  the  public  to  know  more. 

Indeed,  hedge  funds  have  been 
blamed  for  everything  from  the  run- 
up in  energy  prices  in  2003-2005  to 
precipitating  foreign  exchange  crises. 


In  Germany,  the  chairman  of  the 
Social  Democratic  Party,  Franz 
Muntefering,  complained  in  2005 
about  the  growing  power  of  private 
equity  funds  and  hedge  funds  and 
their  "unbridled  greed  for  profit.”  He 
also  berated  such  financial  institutions 
as  they  “descend  on  companies  like  a 
plague  of  locusts,  chew  them  up  and 
move  on.”1 

A more  drab  definition  is  supplied 
by  Stuart  A.  McCrary:  “A  hedge  fund 
is  a loosely  regulated  investment  com- 
pany that  charges  incentive  fees  and 
usually  seeks  to  generate  returns  that 
are  not  highly  correlated  to  returns  on 
stocks  and  bonds.”-’  Along  these  lines, 
hedge  funds  are  seen  as  being  more 
efficient  allocators  of  capital  for 
investment,  and  a driving  force  in  the 
application  of  new  technology  and 
techniques  in  capital  markets. 

The  sense  of  mystery  over  hedge 
funds  derives  from  the  way  these  com- 
panies were  established.  Although  the 
first  known  hedge  fund  was  started  in 
1949  by  Alfred  Winslow  Jones,  the 
industry  remained  beyond  daily  inter- 
action with  the  public,  unlike  banks, 


brokerages,  insurance  companies  and 
mutual  funds.  This  was  because  hedge 
funds  in  the  broad  sense  were  for  an 
exclusive  audience  of  investors  and 
traditionally  operated  as  limited  part- 
nerships. The  latter  meant  that  as  pri- 
vately held  organizations  they  did  not 
have  to  be  as  forthcoming  with  finan- 
cial disclosures  as  a public  firm,  like  a 
mutual  fund.  This  more  opaque  style 
of  operation,  as  well  as  a more  exclu- 
sive clientele,  gave  the  industry  a mys- 
tique of  exceedingly  smart,  nimble 
managers,  willing  and  able  to  manipu- 
late international  currency  and  com- 
modities markets. 

The  sense  of  mystery  was  reinforced 
in  the  public  mind  with  Long  Term 
Capital  Management  (LTCM).  Estab- 
lished in  1994  by  a former  Salomon 
Brothers  bond  trader,  John  Meri- 
wether, LTCM  was  destined  to  be  a 
name  long-remembered  by  investors  — 
for  all  the  wrong  reasons.  With  a team 
heavily  oriented  to  quantitative  model- 
ing (including  the  Nobel  Prize  winning 
economists  Myron  Scholes  and  Robert 
Merton),  LTCM  was  able  to  raise  a 
substantial  amount  of  money  and 
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More  than  a dozen  investors  demonstrated  against  hedge  funds  who  target  small  companies, 
shorting  their  stock  and  bankrupting  the  company,  June  23,  2003. 


establish  its  offices  in  Greenwich,  CT, 
part  of  the  hedge  fund  Gold  Coast. 
Although  the  firm  started  off  well,  it 
ran  into  trouble  in  1997,  and  threat- 
ened default  by  1998,  ultimately 
requiring  a Federal  Reserve-orches- 
trated $3.5  billion  rescue  package 
from  US  investment  banks.  Beyond  a 
substantial  dose  of  arrogance,  LTCM 
made  the  mistake  of  failing  to  under- 
stand that  models  must  be  stress-tested 
and  combined  with  judgment  (some  of 
which  is  not  quantifiable  by  any  math- 
ematical formula). 

LTCM’s  management  also  underes- 
timated the  risk  of  liquidity  and  lever- 
age. Firmly  believing  they  could  not  be 
wrong  — as  numbers  never  lie  — they 
were  confident  in  leveraging  up  their 
positions  to  dangerous  levels.  When 
the  problems  began  to  snowball  (espe- 
cially after  Russia’s  default  in  1998), 
liquidity  for  the  firm  dried  up  and 
became  a critical  issue.  Although  no 


laws  were  broken,  it  was  regarded  as 
scandalous  that  LTCM,  a hedge  fund, 
was  bailed  out. 

LTCM,  however,  did  not  deter 
investors  from  looking  to  hedge  funds 
as  a place  to  make  better  returns. 
Indeed,  the  industry  was  ready  to  take 
off.  As  the  regulatory  backlash  cut 
across  the  US  financial  system  in  the 
aftermath  of  Enron,  WorldCom  and 
Tyco  International,  smart  money  and 
a stream  of  experienced  fund  man- 
agers went  into  hedge  funds,  adopting 
long-short  equity  strategies,  fixed 
income  management,  and  alternative 
investment  strategies.  From  relatively 
small  numbers  in  2000,  the  hedge 
fund  industry  has  more  than  doubled 
to  8,000  funds,  managing  $1.37  tril- 
lion in  assets  (as  of  September  30, 
2005).  The  investor  base  includes 
qualified  individual  investors  (high  net 
worth  individuals),  but  is  dominated 
by  institutional  investors,  namely  state 


and  corporate  pensions. 

While  much  of  the  hedge  fund 
industry  remained  focused  on  its  busi- 
ness, not  all  of  the  new  players  were 
above  board.  Since  2000,  the  Securi- 
ties and  Exchange  Commission 
brought  51  cases  against  hedge  fund 
advisers,  accusing  them  of  cheating 
investors  of  more  than  $1  billion.3 
One  of  the  more  publicized  cases  was 
Bayou  Management,  a Connecticut- 
based  investment  firm  founded  in 
1996.  The  leading  lights  in  the  com- 
pany were  Samuel  Israel  III,  often 
described  as  a scion  of  a prominent 
New  Orleans  family,  and  his  volatile, 
heavy-set  and  hearing  impaired  part- 
ner, Daniel  Marino.  Although  the 
twain  was  reported  to  have  a volatile 
relationship,  including  heated  argu- 
ments (one  allegedly  involving  a gun), 
they  got  along  well  enough  to  weave  a 
trail  of  fraud. 

Setting  up  shop,  the  two  men  raised 
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$450  million  from  investors  and  pro- 
ceeded to  lose  most  of  it.  By  April 
2004,  Bayou  was  telling  its  customers 
that  it  had  assets  worth  $410  million, 
but  according  to  the  SEC  was  actually 
down  to  $150  million.4  The  SEC 
noted  that  $100  million  was  sunk  into 
a “patently  dubious”  investment  that 
was  supposed  to  turn  the  money  into 
$7.1  billion  in  10  years.  A large 
amount  of  the  remaining  $50  million 
was  invested  in  failed  private  invest- 
ments, most  of  which  were  frauds. 
Many  of  these  investments  were  done 
through  partnerships  owned  by  Israel 
and  Marino  — something  that  was 
undisclosed  to  investors.  Among  those 
investors  tagged  by  the  scandal  were 
Seattle-based  Silver  Creek  Capital 
Management  EEC,  New  York-based 
Multi-Dimension  Fund,  DePauw  Uni- 
versity, and  the  Jewish  Federation  of 
Metropolitan  Chicago.  A final  round 
of  money  transfers  caught  the  atten- 
tion of  the  Arizona  Attorney  General’s 
office,  which  froze  $100  million  of 
Bayou  money  in  a bank  account  in 
May  2005. 

Both  Israel  and  Marino  apparently 
had  little  trouble  spending  their  ill- 
gotten  earnings.  Israel  rented  a house 
owned  by  Donald  Trump  in  Mount 
Kisco,  NY,  while  Marino  bought  a 
six-bedroom  home  with  a pool  in 
Westport,  C.T.  Marino  also  bought 
three  cars:  a Bentley,  a Farrari  and  an 
Audi.  The  fast  life  beckoned. 

There  was  no  dispute  as  to  whether 
or  not  Israel  and  Marino  were  guilty 
of  massive  fraud.  In  late  September 
2005,  both  men  plead  guilty  in  federal 
court.  The  combination  of  charges 
included  conspiracy,  investment- 
adviser  fraud,  mail  fraud  and  wire 
fraud.  Israel  himself  stated,  "I  knew 
that  what  I was  doing  was  false  and 
fraudulent. ”s 

Bayou  s fraud  was  uncovered  after 
investors  launched  a number  of  law- 
suits against  the  company.  Investors 
had  become  suspicious  about  the  com- 
pany and  wanted  their  money  back. 
When  it  was  not  forthcoming  (despite 


positive  performance  reports),  they 
mounted  pressure  on  the  company. 
Among  the  frauds  committed  by  the 
duo  was  the  creation  of  a fake  audit- 
ing firm,  called  Richmond-Fairfield 
Associates.  Richmond-Fairfield  was 
supposedly  an  independent  auditor 
for  Bayou.  In  reality  it  was  owned  by 
the  duo,  with  Marino  answering 
inquiries  to  it  under  the  fictitious 
name  “Matt  Richmond.”  This 
allowed  Israel  and  Marino,  the  princi- 
pals, to  make  money  on  performance 
fees  based  on  false  profits.  Between 
2000  and  2004,  Bayou  falsely 
reported  $117  million  in  profits  for 
fund  shareholders  — its  principals  col- 
lected more  than  $23  million  in  man- 
agement fees. 

The  lessons  to  be  learned  from 
frauds  such  as  Bayou  were  that  even 
experienced  investors  in  hedge  funds 
could  fall  victim  to  unscrupulous 
operators,  especially  those  in  a posi- 
tion to  override  standard  risk  manage- 
ment controls,  like  having  financial 
statements  and  performance  results 
independently  audited.  In  addition, 
investors  need  to  be  aware  that  unless 
an  advisor’s  records  are  carefully  scru- 
tinized by  legitimate  third  parties, 
financial  fraud  can  go  on  for  years. 

I he  risk  represented  by  fraud  in  the 
hedge  fund  industry  is  forcing  better 
regulation,  both  from  within  the 
industry  and  by  the  government.  Sim- 
ply stated,  the  industry  has  grown  to 
have  enough  size  that  if  a hedge  fund 
gets  itself  into  trouble,  it  can  have  a 
contagion  effect.  And  that  contagion 
can  spread  into  other  hedge  funds, 
brokers,  mutual  funds,  pension  funds 
and  even  service  providers.  Because 
of  this,  those  investors  becoming 
involved  in  the  hedge  fund  industry 
are  demanding  better  due  diligence, 
transparency  and  disclosure. 

As  Gary  Enos,  head  of  alternative 
investment  services  at  State  Street 
Bank,  noted  in  2005,  “Five  years  ago, 
when  a hedge  fund  was  often  just  a 
manager  and  10  sophisticated,  high- 
net-worth  investors,  the  headline  risk 


wasn’t  as  important.  When  you  have 
boards  and  shareholders  to  protect, 
the  diligence  you  do  changes.  No  one 
wants  to  be  the  service  provider  for 
the  next  failed  hedge  fund.”6 

Hedge  funds  are  in  the  process  of 
becoming  a standard  part  of  the  global 
financial  industry.  As  the  level  of  regu- 
lation— self-imposed  and  otherwise  — 
increases,  the  hedge  fund  world 
becomes  more  mundane,  less  sinister 
and  progressively  transparent.  It  is  also 
being  said  that  the  field  is  now  more 
crowded,  and  returns  are  likely  to  be 
less  spectacular  than  in  the  past.  Only 
time  will  tell  on  that  front.  As  for  finan- 
cial fraud  in  the  hedge  fund  industry, 
the  trend  is  probably  to  see  less  as  reg- 
ulation increases.  All  the  same,  there  is 
likely  to  remain  some  element  of  mys- 
tique over  the  sector,  leaving  a small 
core  of  observers  hoping  to  get  a 
glimpse  of  Ernst  Blofeld.  HU 

Dr.  Scott  B.  MacDonald  is  a Partner 
and  Senior  Managing  Director  at 
Aladdin  Capital  Management , LLC  in 
Stamford,  CT.  He  is  the  co-author  of 
Carnival  on  Wall  Street  (John  Wiley 
2003)  and  is  working  on  a history  of 
American  financial  scandals. 
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to  the  People 

The  Evolution  of  Stadium  Financing  By  Gregory  DL  Morris 


Both  the  new  Busch  Stadium  in  St. 
Louis  and  the  West  Side  Stadium  in  New 
York  represent  the  cutting  edge  of  sports 
venue  financing.  New  Busch  will  be 
ready  for  the  Cardinals  on  opening  day 
this  year  because  it  relied  upon  a sophis- 
ticated combination  of  public  and  pri- 
vate backing.  The  West  Side  Stadium 
will  never  be  built,  because  it  would 
have  relied  upon  a sophisticated  combi- 
nation of  public  and  private  backing. 

That  apparent  contradiction  reveals 
an  essential  point:  New  sports  facilities 
succeed  or  fail  today  based  on  how  well 
team  owners,  municipalities,  lenders, 
builders,  taxpayers,  and  fans  cooperate. 
On  the  field  it  may  still  be  the  era  of  the 
superstar.  But  to  build  the  field,  team- 
work is  the  only  winning  formula. 

A small  group  of  lending  institutions 
led  by  Banc  of  America  Securities  (BAS), 
Citigroup,  and  Sumitomo  Mitsui  Bank- 
ing Corp.  (SMBC),  along  with  a few 
design  and  construction  firms,  represent 
the  collected  wisdom  in  this  industry 
(today  some  big  institutions  use  the 
spelling  “banc”  to  differentiate  their 
investment  operations  from  their  tradi- 
tional “bank”  deposits  and  lending). 
SMBC,  for  example,  was  an  arranger  or 
agent  in  eight  construction  projects,  one 
arena  refinance,  and  one  team  acquisi- 
tion in  just  the  past  14  years. 

For  all  their  different  appearances, 
stadiums  for  football  and  baseball,  and 
arenas  for  hockey  and  basketball,  are 
structurally  very  similar.  So  design  and 
construction  are  relatively  quick  and 
uncomplicated.  But  financial  institutions 
are  challenged  by  every  project  to  under- 
write a bond  issue,  to  provide  interim 


financing,  to  coordinate  local  lenders  or 
international  syndicates,  and  to  support 
neighborhood  development. 

The  state  of  the  art  in  the  art  of  the 
deal  is  the  new  Busch  Stadium  under 
construction  in  St.  Louis.  “The  whole 
region  is  rabid  for  baseball,”  says  James 
E.  Nash,  Jr.,  managing  director  of  the 
sports  finance  and  advisory  group  at 
BAS,  lead  financial  advisor  to  the  Cardi- 
nals on  the  $330  million  project.  “The 
team  has  been  very  successful,  and  it  has 


American  Airlines  Center  in  Dallas. 


good  ownership.  Nevertheless,  a heavy 
slug  of  public  money  was  not  available 
to  replace  the  existing  stadium,”  which 
had  been  built  in  1966. 

“The  state  contributed  about  $30 
million  in  infrastructure,  which  is  fine, 
states  are  good  at  that,”  says  Nash. 
“The  city  had  been  charging  a 5%  ticket 
tax,  which  is  still  being  collected,  but  the 
city  has  abated,  but  which  the  team  still 
collects.  The  country  contributed  $45 
million  as  a deferred  bond  structure  that 
accretes  to  full  value  over  time.  The  Car- 
dinals can  either  pay  it  off,  or  contribute 


the  stadium  — pretty  astute.  Fan  equity 
came  in  the  form  of  a refundable  seat 
deposit,  which  is  more  tax-sawy  and 
palatable  than  a permanent  seat  license. 
The  last  component  was  investment- 
grade  notes,  rated  by  S&P  and  Moody’s, 
and  insured  to  AAA  by  Ambac  Assur- 
ance. That  is  very  attractive  to  the  long- 
term institutional  lenders.” 

Nash  notes  that  “each  form  of  par- 
ticipation is  finite,  and  that  the  risks  of 
the  operation  stay  with  the  private  sec- 
tor,” in  the  form  of  $200.5  million  in 
bonds  for  which  BAS  was  the  sole  place- 
ment agent.  Also  the  club  is  required  to 
develop  a Ballpark  Village  next  to  the 
stadium.”  To  support  that  initiative  par- 
ent company  BofA,  long  a proponent  of 
downtown  revitalization,  purchased  a 
large  tract  of  rundown  warehouses,  and 
only  recently  sold  to  a developer  that 
committed  to  adaptive  reuse  of  many 
existing  structures. 

BofA  had  been  involved  in  stadium 
financing  in  the  1980s  before  Nash 
formed  his  practice  in  1991.  Today 
Nash’s  group  is  a full-service  interna- 
tional investment  banking  operation 
handling  equity  and  debt,  mergers  and 
acquisitions  from  the  buy  or  sell  side, 
general  advisory,  and  peripheral  opera- 
tions including  concessions.  In  addition 
to  the  four  major  sports,  BAS  also  han- 
dles golf,  Olympics,  and  auto  racing. 

It  has  been  a decade  since  a major 
facility  has  been  built  in  St.  Louis: 
The  $280-million  Edward  Jones 
Dome,  originally  the  TWA  Dome, 
opened  in  1995,  one  year  after  the 
$ 170-million  Savvis  Center,  originally 
Kiel  Center.  That  back-to-back  devel- 
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opment  was  only  recently  trumped  by 
a trifecta  in  Houston. 

From  the  time  it  came  into  being  in 
1997,  the  Harris  County-Houston 
Sports  Authority  built  three  major  facil- 
ities for  almost  Si  billion  in  just  six 
years.  Like  St.  Louis,  all  are  in  or  close 
to  downtown,  and  all  are  served  by  a 
new  light-rail  system.  “Our  enabling 
legislation  was  passed  in  1996,”  says 
Sue  Millican,  controller  of  HCHSA. 
"The  original  referendum  was  just  for 
baseball  and  football,  but  it  was  always 
in  the  back  of  everyone’s  mind  to  do  all 
three.  So  we  had  to  reserve  enough 
capacity  in  our  revenue  streams.”  The 
Greater  Houston  Partnership,  the 
region’s  combined  chamber  of  com- 
merce and  economic  development  coun- 
cil, actively  supported  the  legislation.  It 
also  worked  to  sustain  the  bond  issues. 

Ground  was  broken  for  what  origi- 
nally was  Enron  Field  in  late  1997,  and 
the  Astros  moved  from  the  historic  but 
weary  Astrodome  in  2000;  the  “Eighth 
Wonder  of  the  World”  was  built  in 
1965.  It  originally  had  a glass  roof  and 
natural  turf.  HCHSA  sold  more  than 
S200  million  in  bonds,  underwritten  by 
Salomon  Smith  Barney,  to  build  what  is 
today  Minute  Maid  Field.  Those  were 
backed  by  a 2%  hotel  and  5%  rental  car 
tax,  among  other  usual  revenue  sources: 
naming  rights,  luxury  boxes,  premium 
seats,  concessions,  and  parking. 

“Minute  Maid  Field  was  the  easy 
one,”  says  Millican.  “We  had  lots  of  rev- 
enue, and  not  much  debt.  The  next  pro- 
ject was  Reliant  Field.  Thar  took  $450 
million  in  bonds,  backed  by  UBS  Paine 
Webber,  and  was  more  complex  financ- 
ing. We  got  a guaranteed  payment  from 
the  football  team,  a guaranteed  payment 
from  the  Houston  Livestock  Show  and 
Rodeo,  a ticket  tax,  a parking  tax,  a 
sales  tax  rebate,  and  some  user  fees.” 

Ground  was  broken  in  March 
2000,  and  pro  football  returned  to  the 
Bayou  City  in  August  2002.  But  the 
rodeo  gets  more  use  dates  than  the 
Houston  Texans.  “There  are  20-21 
dates,”  says  Millican,  "with  paid 
attendance  of  a million,  plus  more 


than  a million  on  the  grounds.” 

In  the  midst  of  the  Reliant  Field  pro- 
ject, ground  was  broken  for  the  $250- 
million  Toyota  Center  for  the  Rockets 
and  the  American  Hockey  League 
Houston  Aeros  in  August  2001  — just 
weeks  before  the  terrorist  atrocities. 
Financially  the  project  was  never  in  dan- 
ger, partially  because  the  bond  issue  was 
a private  placement  managed  by  JPMor- 
gan  Chase. 


“Three  facilities  in  six  years,  financ- 
ing, construction,  and  opening,”  says 
Millican.  "It  could  never  be  duplicated. 
And  in  the  middle  of  it,  September  I I, 
and  we  had  to  rethink  everything.  We 
were  literally  digging  a hole  with 
interim  financing,  but  we  worked  really 
hard  selling  the  bonds.  Now  we  have  to 
focus  on  being  an  operating  authority 
rather  than  a financing  authority  - $1 
billion  m debt  is  quite  a challenge.  But 
we  are  still  using  our  development 
expertise.  We  are  managing  some  small 
projects  for  the  county,  and  other  cities 
do  come  talk  to  us.” 

Considering  the  level  of  complexity 
and  sophistication  in  the  current  financ- 
ing packages,  it  is  hard  to  imagine  that 
until  after  World  War  II,  most  team 
owners  also  had  to  build  and  run  the 
stadium.  Since  then  there  have  been  two 
distinct  sea  changes  in  sports-venue 
financing:  The  move  to  public  financing, 


then  the  move  away. 

"I  don't  think  there  wras  anything 
publicly  financed  until  the  1950s,”  says 
James  Weinstein,  senior  VP  who  was 
head  of  the  sports  finance  group  at 
SMBC  in  New  York  until  late  last  year; 
he  now  leads  the  energy  and  natural 
resources  group,  and  was  succeeded  at 
sports  financing  by  his  number  two 
man,  Jon  Farley. 

“Small  cities  built  municipal  facilities 


just  for  the  state  college  football  cham- 
pionship or  whatever,”  says  Weinstein. 
“But  the  first  major  league  team  to  move 
into  a public  facility  was  in  1953  when 
the  Boston  Braves  moved  to  County  Sta- 
dium in  Milwaukee.  At  that  time,  cities 
were  willing  to  spend  the  money  to 
punch  above  their  weight  in  terms  of 
major  sports  franchises.” 

Public  financing  held  sway  more  than 
30  years,  although  there  were  a few 
owner-financed  projects,  such  as  The 
Forum  in  Los  Angeles,  built  by  Jack 
Kent  Cook  in  1967.  The  drab  multi-use 
doughnuts  of  the  ’60s  and  early  ’70s  are 
often  thought  to  be  a testament  to  tough 
fiscal  times.  Bur  Tom  Richard,  president 
and  CEO  of  construction  consultants 
Merritt  Sc  Harris  in  New  York,  notes 
they  were  “a  failed  attempt  to  serve  two 
masters.”  Ironically  the  rings  were  no 
better  than  football  played  in  baseball 
stadiums,  the  condition  they  were 


The  new  Busch  Stadium,  under  construction  in  St.  Louis,  is  a $130  million  project. 
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intended  to  resolve. 

The  circular  form,  says  Richard,  an 
architect,  “placed  fans  far  from  the  side- 
lines or  baselines  [and]  even  with  a 
good-size  baseball  crowd,  the  ballparks 
felt  empty.”  In  the  ‘70s  a few  football 
teams  in  strong  markets  were  able  to 
build  custom  facilities.  Those  were  often 
in  the  suburbs,  but  such  was  the  era. 
And  they  were  a hit,  providing,  “excel- 
lent viewing  from  tiered  seating  wrap- 
ping tightly  around  the  gridiron,”  says 
Richard.  “A  new  phenomenon,  the  lux- 
ury box,  was  added  — a ring  of  climate 
controlled  booths  that  separated  the 
corporate  high  rollers  from  the  boister- 
ous hoi  polloi.” 

Merritt  & Harris  is  the  only  large 
consulting  firm  in  the  sports-venue  mar- 
ket. The  firm  represents  the  lenders  in 
technical  review  of  the  project;  they  also 
monitor  construction  costs  and  report 
on  progress  to  the  banks,  tax  authori- 
ties, and  cities. 

Now  that  old  Busch  Stadium  is  fol- 
lowing the  likes  of  Riverfront  in  Cincin- 
nati, Three  Rivers  in  Pittsburgh,  and 
Veterans  in  Philadelphia  into  the  rubble 
of  history,  only  venerable  Shea  Stadium 
in  New  York  and  RFK  in  Washington 
are  left  from  the  doughnut  era.  As  pro- 
ject costs  soared  and  times  again  grew 
tough,  taxpayers  started  to  resist  the 
idea  of  footing  the  whole  bill  for 
wealthy  team  owners’  playgrounds. 

In  modern  owner  financing  says 
Weinstein,  Joe  Robbie,  then  owner  of 
the  Miami  Dolphins,  “is  number  one 
with  a bullet.  His  franchise  had  a bad 
relationship  with  the  city,  and  caught  the 
beginning  of  the  wave”  when  voters 
began  to  oppose  public  financing.  Joe 
Robbie  Stadium,  today  Dolphin  Sta- 
dium, was  almost  100%  owner- 
financed  when  it  was  completed 
in  1987. 

“Another  important  guy  is  Bill 
Davidson,”  says  Weinstein.  “The 
Detroit  Pistons  never  drew  very  well, 
but  he  built  the  first  modern  arena  — 
packed  with  luxury  boxes  — 40  miles 
from  town.  The  Palace  at  Auburn  Hills 
jopened  in  1988]  sold  out,  and  people 


started  to  think  if  he  can  do  it  in  Detroit 
they  can  do  it  anywhere.” 

Weinstein  says  that  the  state-of-the- 
art  for  arena  design  and  financing  in  the 
1990s  was  the  United  Center  in 
Chicago.  “Construction  started  in  1992, 
which  was  a weak  year  for  loans.  But 
they  had  a phenomenal  market,  and 
built  200  luxury  suites  and  a significant 
number  of  club  seats.  It  was  the  classic 
contractually  obligated  income  deal  that 
everyone  tried  to  replicate.” 

Farley  suggests  the  current  exemplar 
project  is  the  American  Airlines  Center 
in  Dallas,  opened  in  2001.  “There  is 
clearly  a trend  toward  destination  facili- 
ties,” he  notes.  “That  is  what  the  Vic- 
tory development  in  Dallas  is  going  for, 
and  also  what  the  Giants  and  Jets  are 
hoping  to  do  around  Giants  Stadium. 
You  can  see  what  has  happened  in  the 
Inner  Harbor  in  Baltimore  around  Cam- 
den Yards,  and  around  the  MCI  Center 
in  Washington.” 


Andrew  Zimbalist,  the  Robert 
Woods  Professor  of  Economics  at  Smith 
College,  is  a leading  authority  on  sports 
economics.  He  considers  Oriole  Park  at 
Camden  Yards,  opened  in  1992,  as  “the 
defining  stadium  for  the  central  city.  It  is 
near  offices,  so  corporations  can  do  their 
entertaining  at  the  ball  park.” 

Camden  Yards  only  cost  The  Mary- 
land Stadium  Authority  $110  million, 
and  was  the  first  “retro”  stadium, 
designed  by  leading  architects  HOK 
Sport  of  Kansas  City  to  echo  the  classic 


and  quirky  ballparks  of  the  past.  Almost 
every  baseball  facility  built  since  has  been 
designed  with  the  same  concept:  Minute 
Maid  Park,  and  the  new  Busch  Stadium 
as  well  as  Jacobs  Field  in  Cleveland, 
Coors  Field  in  Denver,  and  Ameriquest 
Field  in  Arlington,  TX. 

Zimbalist  also  notes  that  taxpayer 
resistance  to  big  public  projects  is  neither 
new,  nor  complete.  “The  public  share  of 
stadium  financing  has  drifted  down,  and 
I emphasize  drifted.  In  the  current  fiscal 
environment  there  is  a new  political 
atmosphere.  But  the  opportunity  for 
public-private  financing  has  been  there 
all  along.  Now  the  immediacy  has 
increased.”  Zimbalist’s  landmark  book, 
Sports,  Jobs,  and  Taxes:  The  Economic 
Impact  of  Sports  Teams  and  Stadiums 
(Brookings  Institute  Press,  1997)  is  one 
of  the  few  objective  analyses  in  the  field. 

J.  Allen  Fears,  CFO  of  National 
Sports  Services  of  Denver,  adds,  “sta- 
dium financing  is  on  a continuum.  Ten 


or  15  years  ago,  cities  would  put  in 
larger  percentages,  usually  around  75%. 
Now  that  is  maybe  40%  or  50%. ” As 
CFO  of  the  Broncos,  Fears  led  the  effort 
to  develop  $400-million  Invesco  Field 
that  opened  in  2001.  SMBC  was  the  lead 
lender.  Fears’  investment  group  now 
buys  and  develops  minor-league  hockey 
and  baseball  teams.  He  says  minor- 
league  venues  are  a growing  market  for 
lenders  and  builders. 

“Invesco  Field  legislation  established 
a six-county  stadium  district  charging  a 


Construction  on  the  American  Airlines  Center. 
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0.1%  sales  tax  that  generated  70%  of 
the  final  cost,”  says  Fears.  “The  team 
minimum  was  25%,  plus  100%  of  their 
own  facilities  like  offices  and  locker 
rooms.  In  the  end  the  team  share  came  to 
30%.  As  a going  concern,  all  the  revenue 
streams  except  naming  rights  — suites, 
parking,  seats,  concessions  — accrue  to 
the  team.  Naming  rights  money  goes  to 
pay  down  the  public  debt.” 

American  Airlines  Center,  home  to 
the  NHL  Dallas  Stars  and  the  NBA 
Dallas  Mavericks  (not  to  be  confused 
with  Shaq's  shack,  the  basketball-only 
American  Airlines  Arena  in  Miami) 
was  imagined  to  do  for  Dallas  what 
Camden  Yards  did  for  Baltimore.  The 
complete  area  development  is  still  years 
from  being  finished,  hut  many  develop- 
ment sources  say  the  arena  itself  is 
already  their  personal  favorite.  At  $420 
million  it  cost  more  than  some  new  sta- 
diums, hut  financing  was  50:50  public 
and  private. 

“We  wanted  to  create  an  urban  dis- 
trict where  people  could  live,  work  and 
go  to  the  game,”  says  Ken  Reese,  senior 
VP  of  Hillwood  Development,  a Ross 
Perot,  Jr.,  company.  As  wealthy  as  the 
Perot  group  is,  the  project  was  financed 
like  any  other  arena  development. 

“It  was  going  to  be  $250  million  for 
the  building,”  says  Reese,  and  the  city 
agreed  to  finance  half  of  that  from 
hotel  and  car  rental  taxes.  Then  the 
lenders,  led  by  Banc  of  America,  agreed 
to  the  final  total  based  on  naming 
rights  and  other  revenue  streams.  It 
was  a close  vote  when  the  bond  issue 
went  up  for  a referendum,  hut  it  would 
be  tough  to  find  those  'no'  votes  now. 
You  would  be  hard  pressed  to  find 
someone  who  does  not  think  this  was  a 
success  for  the  city,  for  the  reams,  for 
all  the  parties  involved.” 

Phase  one  of  the  whole  Victory  pro- 
ject was  the  brownfield  remediation 
and  the  arena.  Phases  two  and  three 
will  run  through  2008  and  include 
retail,  office,  hotel,  commercial  and  res- 
idential space.  The  entire  project  is 
worth  more  than  $3  billion. 

Peter  Dorfman,  director  of  the  sports 


financing  group  within  Citigroup  Pri- 
vate Bank  agrees  that  the  public-private 
partnerships  and  trend  to  destination 
venues  have  demanded  more  sophistica- 
tion from  banks  and  added  complexity 
to  the  development  process.  Bur  he  also 
notes,  “the  team  has  to  be  the  driving 
force.  In  my  perspective  as  a lender,  the 


asset-backed  securities,  even  real-estate 
investment  trusts.  It  is  a continuum  of 
sophistication  in  financing.” 

Weinstein,  at  SMBC,  stresses  that  sta- 
dium financing  remains  cashflow  con- 
tractual lending,  not  asset-value  based 
like  traditional  real-estate  lending.  That 
makes  bond  deals  necessary,  because 


Evolution  of  Stadium/Arena  Financing 

Years 

Structure 

Examples 

Current 

AAA-insured 

Busch  Stadium 

1999 

bridge  financing 

Invesco  Field 

1998 

return  of  the  institutions 

American  Airlines  Center  (Dallas) 

1997-98 

securitization 

Pepsi  Center,  Staples  Center 

1997-98 

bond  insurer  guarantee 

American  Airlines  Arena  (Miami) 

1997-98 

project  financing 

FedEx  Field 

1996-97 

capital  markets 

Pac  Bell  Park 

1996-97 

enterprise  financing  (holding  co.) 

MCI  Center 

1994-95 

corporate  financing 

Molson  Center,  Corel  Centre 

1993-94 

institutional  financing 

First  Union  Center,  Rose  Garden 

1992-94 

project  financing 

United  Center,  Fleet  Center,  GM  Place 

1986-89 

real-estate  financing 

Target  Center,  Delta  Center 

1985 

real-estate  plus  muni  financing 

Joe  Robbie  Stadium 

Source:  Sumitomo  Mitsui  Banking  Corp. 

assumption  of  a large  private  contribu- 
tion is  essential.  The  team  has  to  be  in 
charge  of  the  process  from  design  to 
development  to  operations  and  mainte- 
nance. In  some  cases  there  have  been  too 
many  cooks  in  the  kitchen.” 

He  adds  that  it  is  important  for  the 
lead  lender  to  involve  local  banks.  “That 
is  important  in  two  ways.  It  is  often 
important  for  the  team  to  work  with 
local  banks,  because  those  are  the  poten- 
tial customers  for  seats  or  suites.  And  it 
is  also  a big  help  in  syndication  to  have 
local  involvement.  We  always  rake  that 
approach.” 

Dorfman's  group  is  dedicated  to 
venue  financing,  including  acquisition, 
working  capital,  recapitalization,  and 
modifications  to  the  venue.  Citigroup 
also  does  some  stadium  development 
through  the  project-financing  group, 
along  with  toll  roads  and  public  utilities. 

And  public  spending  remains  an 
essential  component.  “Even  on  the  pri- 
vate side,  a wealthy  owner  would  get  a 
bank  loan,”  says  Nash  at  BofA.  “Now 
we  are  starting  to  see  commercial  paper. 


even  big  banks  do  nor  want  to  go  much 
beyond  $500  million  in  COI.  “As  pro- 
jects get  bigger  will  we  have  to  go  back 
to  real-estate  value  lending?  If  the  resid- 
ual value  of  these  'destination'  venues 
becomes  great  enough,  perhaps.  Also 
the  REITs  are  trying  to  throw  money 
around  this  business  — money  that  does 
not  need  to  he  amortized.  1 think  we  are 
moving  in  those  directions.  Tm 

Author’s  note 

All  of  the  information  in  this  story  is 
from  cited,  first-hand  sources.  How- 
ever, it  is  relevant  to  note  that 
www.ballparks.com  has  an  exhaustive 
compilation  of  data  on  virtually  every 
sports  venue  past,  present,  and 
planned. 

Gregory  DL  Morris  is  an  independent 
business  journalist  based  in  New  York. 
He  is  principal  and  editorial  director 
of  Enterprise  & Industry  Historic 
Research,  and  is  an  active  member  of 
the  Museum's  editorial  board.  He  can 
be  contacted  at  gdlm@enterpriseandin- 
dustry.com. 
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stock  exchange  in  the  midst  of  violent  chaos 


Trading  on  the  Baghdad  Stock  Exchange,  1 999. 


Iraq  attempts  to  create  a 

By  Claudia  La  Rocco 

Many  of  the  larger  companies  in 
Mogadishu , including  the  bottling 
plant , have  issued  shares,  although 
there  is  of  course  no  stock  exchange 
or  financial  authority  of  any  sort  in 
the  city.  Everything  is  based  on  trust, 
and  so  far  it  has  worked,  owing  to 
Somalia’s  tightly  woven  clan  net- 
works: everyone  knows  everyone 
else,  so  it’s  less  likely  that  an 
unknown  con  man  will  pull  off  a 
scam.  In  view  of  Somalia’s  history, 
this  ad  hoc  stock  market  is  not  as 
implausible  as  it  may  sound.  Until  a 
century  ago,  when  Italy  and  Britain 
divided  what  is  present-day  Somalia 
into  colonial  fiefdoms,  Somalis  got 
along  quite  well  without  a state,  rely- 
ing on  systems  that  still  exist:  infor- 
mal codes  of  honor  and  a means  of 
resolving  disputes,  even  violent  ones, 
through  mediation  by  clan  elders. 

-Peter  Maass1 

Cutthroat  deals,  take  no  prisoners; 
war  rooms;  the  language  of  combat 
is  often  used  to  describe  the  world  of 
business.  But  throughout  history,  the 
cliched  comparison  has  been  no  mere 
metaphor  for  many  stock  exchanges. 
The  crippling  or  disruption  of 
exchanges  by  wars  is  nothing  new, 
from  the  New  York  Stock  & 
Exchange  Board  suspending  trading 
in  seceding  states  in  1861,  to  the 
arduous  history  of  the  Belgrade 
Stock  Exchange,  to  the  1983  suspen- 
sion of  the  Beirut  Stock  Exchange 


after  nearly  a decade  of  civil  war  in 
Lebanon.  It  reopened  in  1995. 

During  World  War  I,  the  London 
Stock  Exchange  shut  its  doors  from 
July  of  1914  until  the  following  year. 
Of  the  1,600  men  who  volunteered 
for  the  Stock  Exchange  Battalion  of 
Royal  Fusiliers,  400  did  not  return. 
World  War  II  caused  shorter  disrup- 
tions. In  1939,  the  bourse  closed  for 
just  six  days,  reopening  on  Septem- 
ber 7.  It  wasn’t  until  1945  that  the 
exchange  closed  again,  this  time 
when  a V2  rocket  damaged  the 
building.  Investors  solved  this  prob- 
lem by  relocating  to  the  basement 
the  next  day. 

When  Saddam  Hussein  invaded 


Kuwait  in  August  of  1990,  the 
Kuwait  Stock  Exchange  in  Kuwait 
City  was  forced  to  close.  The  eight- 
story  building  escaped  major  damage 
during  seven  months  of  occupation, 
though  Iraqi  troops  did  make  off 
with  a $5  million  Unisys  computer. 
But  systematic  looting  only  got  as  far 
as  handwritten  notes  placed  on 
everything  from  furniture  to  paint- 
ings. 

“Thank  God  there  is  no  stock 
market  in  Baghdad.  That  would  have 
decided  who  got  all  this,”  the 
exchange’s  deputy  director  general, 
Abdullah  Al-Sederawy,  told  USA 
Today  reporter  James  Cox,  explain- 
ing that  the  contents  of  the  building 
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were  not  transported  to  the  Iraqi 
capital  because  Kuwait  was  liberated 
before  two  feuding  Iraqi  ministries 
could  decide  who  would  get  what.- 
Still,  other  companies  did  suffer 
heavy  losses.  The  bourse  did  not 
reopen  until  the  fall  of  1992,  and 
then  it  did  so  as  a shadow  of  its  for- 
mer self,  as  the  country’s  economy 
sorted  through  the  wreckage  left  by 
Saddam’s  army. 

Still,  however  daunting,  the  task 
of  rebuilding  was  a discreet  one;  the 
Iraqi  army  was  vanquished,  the 
threat  repelled.  Kuwait’s  financial 
institutions  could  proceed,  relatively 
secure  in  their  belief  of  a peaceful 
future.  Increasingly,  this  is  not  the 
case. 

Markets  rarely  thrive  in  uncertain 
conditions.  As  both  actual  wars  and 
business  have  become  more  global 
affairs  in  recent  history,  and  terror- 
ism continues  to  erase  the  line 
between  battlefield  and  civilian  activ- 
ity, economies  have  had  to  adjust  to 
ever-higher  levels  of  uncertainty. 
Exchanges  cannot  simply  close  their 
doors  and  wait  for  the  violence  to 
end.  Instead,  both  psychologically 
and  through  tangible  security  mea- 
sures, they  must  adjust  to  a world  in 
which  the  ever-present  threat  of 
attack  is  commonplace. 

In  September  2000,  15  people 
were  killed  when  a bomb  exploded  in 
the  underground  parking  lot  of 
Jakarta’s  struggling  exchange.  The 
week-long  closure  of  the  bourse  gar- 
nered very  little  attention  from  the 
outside  world,  which  likely  dismissed 
it  as  just  the  latest  political  violence 
in  Indonesia’s  troubled  history. 

The  response  was  far  different  a 
year  later,  on  September  II,  when 
two  hijacked  planes  brought  Amer- 
ica’s financial  center  to  its  knees.  The 
New  York  Stock  Exchange,  Nasdaq 
Stock  Market  and  American  Stock 
Exchange  shut  down  that  Tuesday 
morning,  and  remained  closed  for 
the  rest  of  the  week.  It  was,  as  widely 
reported,  the  longest  halt  in  trading 


since  World  War  I.  No  one  knew 
what  to  expect  when  the  markets 
reopened;  some  feared  stocks  would 
tumble,  while  others  predicted  a 
patriotic  response. 

Neither  the  NYSE  nor  the  elec- 
tronically-based Nasdaq  were  physi- 
cally damaged,  bur  a telephone 
switching  operation  was  destroyed, 
cutting  off  some  communications 
systems  needed  for  trading.  The 
American  Stock  Exchange,  just  a 
half-block  from  the  World  Trade 
Center  site,  did  not  escape 
unscathed.  It  resumed  stock  trading 
on  the  NYSE,  and  options  trading  on 
the  Philadelphia  Stock  Exchange, 
while  construction  crews  worked  to 
clear  the  building  of  debris  and 
worked  on  safety  and  access  issues. 

This  resumption,  on  Monday 
morning,  was  both  somber  and  defi- 
ant. A heavy  police  presence,  includ- 
ing bomb-sniffing  dogs,  reinforced 
the  feeling  of  a city  under  siege.  Bags 
were  checked  and  those  entering  the 
building  had  to  pass  through  metal 
detectors.  The  stars  and  stripes  were 
draped  across  the  white  columns. 

Four  years  later.  New  Yorkers 
have  grown  used  to  bomb  scares, 
building  evacuations  and  random 
searches.  For  many,  despite  occa- 
sional jitters  during  the  morning  sub- 
way commute,  a new  sort  of  fatalistic 
complacency  has  set  in.  lor  months 
after  the  attacks,  though,  the  city, 
especially  its  financial  heart, 
remained  raw.  On  November  12, 
when  American  Airlines  Flight  587 
crashed  into  a city  neighborhood 
shortly  after  take  off,  killing  265  peo- 
ple, everyone  assumed  it  was  another 
strike  on  New  York.  The  Dow 
plunged  as  much  as  198  points  in 
early  trading  before  investors  learned 
terrorism  likely  wasn't  the  cause. 

To  establish  even  a marginally  func- 
tioning economy  out  of  the  wreckage 
of  Iraq  would  have  been  a daunting 
task.  Despite  decades  of  a heavily 
controlled , state-run  economy;  the 


deterioration  caused  by  a succession 
of  wars;  a decade  of  international 
sanctions;  and  the  looting  and  sabo- 
tage that  followed  the  2003  war,  the 
US  government  set  its  sights  high 
after  toppling  Saddam  Hussein;  to 
create  a liberal,  market-based  Iraqi 
economy,  a key  piece  of  its  broader 
goal  to  bring  democracy  to  Iraq. 

— Bathsheba  Crocker3 

It  will  be  to  their  fortune  if  they  do 
(invest).  Iraq  is  one  of  the  richest 
countries  in  the  world.  Give  me  secu- 
rity and  a little  time,  and  you  will  see. 

— Talib  Tabatabai,  Chairman  of  the 
Iraq  Stock  Exchange4 

When  something  blows  up  or 
crashes  in  Iraq,  there  isn't  much  sus- 
pense over  whether  it's  an  accident  or 
a deliberate  act  of  destruction.  In  the 
midst  of  so  much  violence,  it  would 
seem  impossible  to  create  the  condi- 
tions necessary  for  a viable  stock 
exchange  to  exist.  But,  as  Peter  Maass’ 
reporting  on  the  incredible  situation  in 
Mogadishu  demonstrates,  what  seems 
like  insurmountable  chaos  can  pro- 
vide enterprising  businessmen  with 
surprising  opportunities. 

Now,  the  world  watches  as  the 
fledgling  Iraqi  economy  seeks  to  find 
its  footing  and  the  fledgling  nation 
seeks  to  find  its  way  out  of  a war 
/one.  For  many,  such  as  Iraqi  Indus- 
try Minister  Hajim  al  Hussani,  the 
two  are  inextricably  linked:  “The 
way  to  eliminate  [the  insurgency] 
will  only  be  by  creating  job  opportu- 
nities in  the  private  sector.  And  the 
development  of  the  private  sector 
depends  on  the  improvement  of  the 
security  situation.”5 

The  old  Baghdad  Stock  Exchange 
(BSE)  existed  for  about  11  years 
under  Saddam  Hussein,  who  created 
it  in  1992.  Initially  consisting  of  64 
companies,  the  exchange  grew  to 
include  at  least  114  companies,  as 
reported  by  Maher  Chmaytelli  of 
Agence  France  Presse,  in  an  article 
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Iraqi  stock  brokers  walk  past  a bell  presented  by  the  Philadelphia  Stock  Exchange  in  commemoration 
of  the  opening  of  the  Iraq  Stock  Exchange,  July  18,  2004. 


from  November  3,  2002.  At  that 
time,  the  BSE’s  capitalization  had 
grown  to  274  billion  dinars  ($137 
million),  up  from  one  billion  dinars 
in  1992  (about  $20  million).  Mark- 
ers and  white  boards  were  used  to 
mark  transactions,  “with  traders 
watching  through  opera  glasses.” 

Leading  up  to  the  1990s,  Iraq’s 
economy  was  one  of  the  strongest  in 
the  Arab  world.  But  a 10-year-long 
UN  embargo,  following  the  Persian 
Gulf  War  and  the  brutal  Iran-Iraq 
War,  had  decimated  the  national 
infrastructure  and  caused  the  dinar 
to  tumble.  Faced  with  the  uncer- 
tainty of  the  exchange  rate,  many 
Iraqis  opted  for  stocks.  Even  with 
the  looming  threat  of  war  with  the 
United  States,  Chmaytelli  reported 
that  the  BSE  was  holding  steady. 
Investors  such  as  retired  accountant 


Jamil  Qays  were  optimistic:  “It  will 
end  at  some  point,  demand  will 
resume,  along  with  production  and 
profit.  Think  long  term.” 

Three  years  later,  many  Iraqi 
investors  and  foreign  observers  are 
saying  the  same  thing.  Under  the  old 
regime,  the  Baghdad  Stock  Exchange 
was  a haven  for  cronyism,  manipu- 
lated by  officials  who  used  it  for 
money  laundering.  Rules  limited 
price  fluctuations;  the  Ministry  of 
Finance  stopped  trading  whenever  a 
stock  rose  or  fell  by  more  than  5%  of 
its  value  in  a session.  Taha  Ahmed 
Abdul-Salam,  Chief  Executive  for 
the  new  Iraq  Stock  Exchange,  served 
as  research  director  for  the  old 
bourse;  when  he  attempted  to  quit 
his  job,  the  regime  “threatened  to  cut 
off  his  electricity  and  family  food 
rations.”  (Now  he  works  for  $830  a 


month.)6  Not  surprisingly,  certain 
people’s  portfolios  were  more  suc- 
cessful under  this  system  than  others. 

Still,  trading  continued  until  just 
before  the  US-led  invasion  of  Iraq: 
“‘The  brokers  were  all  waiting  for 
the  bombs  to  start  dropping,’  said 
Siro  Pedros,  50,  of  the  Nineveh  Bro- 
kerage Co.,  who  has  been  a stock- 
broker in  Baghdad  since  1997. 
‘Everyone  thought  that  billions  in 
reconstruction  would  flood  the 
country  after  the  war.’”7 

American  and  Iraqi  pre-invasion 
dreams  of  reconstruction  were  short- 
lived. Instead,  days  after  the  war 
ended,  looters  stripped  two  key  banks 
and  the  BSE  bare;  when  Jay  Elallen, 
the  man  hired  by  the  Coalition  Provi- 
sional Authority  (CPA)  to  head  the 
organization  of  a new  exchange,  tried 
to  enter  the  exchange  building,  armed 
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squatters  made  it  clear  that  his  pres- 
ence was  not  welcome. 

US  officials  shut  the  bourse  for 
good  in  order  to  form  a private,  non- 
profit exchange  which  would  be  reg- 
ulated by  brokers  and  overseen  by  a 
securities  commission.  The  US 
Agency  for  International  Develop- 
ment provided  months  of  training  to 
the  new  staff.  The  new  exchange,  it 
was  hoped,  would  be  one  of  the  cen- 
terpieces of  an  economy  that  needed 
to  be  radically  rebuilt  from  the 
ground  up,  from  privatizing  key  sec- 
tors like  oil  and  mining,  to  persuad- 
ing Iraqis  to  participate  in  a formal 
banking  system.  Still,  while  the  CPA 
could  construct  a legal  and  regula- 
tory structure  for  Iraq  to  follow,  it 
was  up  to  the  new  Iraqi  government 
to  follow  suit. 

Trading  on  the  Iraq  Stock 
Exchange  commenced  on  June  24, 
2004,  complete  with  opening  bell  — 
a Liberty  Bell  replica,  donated  by  the 
Philadelphia  Stock  Exchange.  In  its 
first  morning  of  operation,  “more 
than  500  million  shares  were  traded 
— more  than  the  Baghdad  Stock 
Exchange  ever  achieved  — with 
shares  in  jusr  six  companies  chang- 
ing hands...  12  companies  actively 
traded  on  the  second  session  on  Sun- 
day, July  4. 

“Their  aggregate  share  price  at  the 
end  of  the  morning  was  $2.66  mil- 
lion, up  from  $2.21  million  at  the 
start,  for  a 20%  rise,  the  exchange 
said  in  a statement,  adding  that  560 
million  stocks  changed  hands.”" 

The  bourse  was  established  in  a 
converted  Italian  restaurant  partlv 
chosen  for  its  location  on  a small 
side  street  that  could  more  easily  be 
protected  from  car  bombs  and  rock- 
ets. Still,  it  was  just  one  block  from 
turbulent  Haifa  Street.  Brokers  wor- 
ried about  kidnappings,  nor  portfo- 
lios; indeed,  fears  of  attack 
prompted  officials  to  keep  the  site 
secret  in  advance  of  the  exchange’s 
opening.  Bur  as  Thomas  S.  Mulligan 
reported  for  the  Los  Angeles  Times 


in  October  of  last  year,  this  didn’t 
stop  eager  investors,  many  of  whom 
had  met  privately  to  trade  shares 
while  waiting  for  the  new  exchange 
to  open: 

“Yet  every  Sunday  and  Wednes- 
day, scores  of  Iraqis  make  their  way 
though  vehicle  checkpoints  and 
weapon  pat-downs  to  wait  for  the  10 
am  opening  bell.  They  gather  in  a 
breezeway  outside  the  front  entrance, 
protected  from  the  sun  by  a tall  can- 
vas overhang  and  from  intruders  by 
plainclothes  Iraqi  guards  with  shoul- 
der-slung AK-47s.... 

“When  the  exchange  reopened  in 
June,  after  a 15-month  hiatus  for  the 
war,  Abdul-Salam  and  other  ISX 
officials  were  so  afraid  of  attack  that 
they  admitted  only  20  investors  — 
and  no  reporters.  Since  then,  holding 
their  breath,  they  have  allowed  the 
crowd  to  expand  to  as  many  as  250 
for  each  two-hour  trading  session. 
There’s  no  telephone  or  computer 
trading,  so  if  you  want  to  play  you 
have  to  come  in  person.”9 

As  with  the  old  bourse,  transac- 
tions were  scrawled  on  white  boards; 
prompted  mainly  by  security  con- 
cerns, the  exchange  had  hoped  to 
switch  to  an  modern  electronic  mar- 
ketplace, like  the  Nasdaq,  by  the  end 
of  that  year. 

But  this  has  yet  to  occur  — along 
with  predicted  foreign  investors,  who 
have  not  materialized  in  great  num- 
bers, kept  away  by  continued  political 
instability.  Indeed,  many  Iraqi 
investors  say  they  do  business  much  as 
they  did  on  the  old  Baghdad  Stock 
Exchange.  As  with  many  of  the  CPA- 
implemented  changes,  it  remains  to  be 
seen  when,  or  if,  reality  will  catch  up 
to  new  regulations. 

"Like  other  exchanges  in  develop- 
ing countries,  there  are  no  prohibi- 
tions on  what  US  investors  would 
call  ‘insider  trading.’  Here,  who  you 
know  is  key  to  making  money.  ‘We 
are  in  a highly  personalized  situa- 
tion,’ said  broker  and  board  chair- 
man Tabatabai,  66,  who  holds  a 


Ph.D.  in  government  affairs  from 
Florida  State  University.  ‘We  know 
every  inch  of  every  stock.  Everybody 
is  inside.’”10 

And  the  rest  of  the  world  is  on  the 
outside,  waiting  to  see  what  sort  of 
history  will  be  made  with  markers 
and  white  boards  on  the  floor  of  the 
new  Iraq  Stock  Exchange,  or  in  the 
streets,  with  homemade  bombs  and 
assault  rifles.  HD 

Claudia  La  Rocco  is  a freelance 
writer. 
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MARKETS 


Moral,  Legal  6c  Economic  Signals 
in  Three  Fantastic  Bubbles 


By  Christian  C.  Day 


Three  fantastic  bubbles — Tulip 
Mania,  the  South  Sea  Company  and  the 
Mississippi  Company — are  perceived  as 
examples  of  market  excess  and  malfunc- 
tion by  the  public  and  sophisticated 
observers  alike.  But  they  can  also  be 
seen  as  more  than  mere  morality  tales. 
While  all  bubbles  contain  fatal  flaws  the 
three  famous  historical  manias  gave  rise 
to  the  raw  ideas  that  have  been  revised 
to  power  modern  markets  and 
economies. 

Tulip  Craze  (1634-1637): 

Innovative  Futures  Market 

Tulip  Mania  is  offered  as  evidence  of  a 
market  gone  mad,  inhabited  by  rubes 
that  lost  fortunes,  destroying  the  Dutch 
economy  over  wild  speculation  in  tulip 
bulbs.  Tulpenwoerde  (tulip  madness) 
traditionally  claims  family  fortunes  were 
lost  for  a single  bulb. 

In  actuality,  17th  century  Dutch  cap- 
ital markets  were  the  most  advanced  in 
Europe.  The  Dutch  pioneered  funding 
national  debt,  which  permitted  them  to 
fight  successful  wars  against  Spain, 
Europe’s  greatest  power.  The  same  prin- 
ciples, exported  to  England  by  William 
of  Orange  and  his  queen  (William  and 
Mary),  later  enabled  Britain  to  over- 
come France. 

Holland  served  as  a financier  for 
other  governments,  including  the 
French.  Dutch  overseas  exploration  was 
at  its  height,  trading  with  the  Indies  and 
North  America.  It  built  exceptional  war- 


ships and  commanded  a large  merchant 
fleet.  Foreign  commerce  spawned 
increasing  domestic  commercial  activity, 
producing  a large,  successful  and  adven- 
turous middle  class  with  money  to  buy 
luxury  goods,  like  tulips,  and  to  invest  in 
canals  and  ships. 

The  high  prices  that  a rare  tulip  com- 
manded in  Tulip  Mania  is  a common 
aspect  of  markets  for  newly-developed 
prized  goods.  Eventually  prices  decline, 
but  even  today,  rare  bulbs  can  command 
astronomical  prices. 

The  successful  development  of  the 
17th  century  Dutch  economy  required  a 
balance  between  “safe”  investments  and 
“speculations.”  The  oligarchy  and  mag- 
istrates tolerated  some  speculations 
because  growth  depends  upon  under- 
taking new,  risky  ventures.  Classic,  safe 
investments  included  businesses  with 
extensive  public  regulation  like  marine 
insurance,  the  Wisselbank  (one  of  the 
first  note-issuing  banks),  and  the  Dutch- 
monopolized  Baltic  trade.  Riskier,  but 
tolerable  enterprises  were  the  Dutch 
East  India  Company  and  the  West  India 
Company.  Risky  and  suspect  invest- 
ments like  “windhandel”  (“trading  in 
the  wind” — think  stock  options)  were 
banned. 

Dutch  tulip  futures  trading  lacked 
many  features  of  modern  futures  mar- 
kets. Sales  for  future  delivery  were  per- 
mitted for  those  investors  who  actually 
owned  shares.  But  tulip  futures  were 
prohibited  by  the  state  because  most 


speculators  never  owned  the  bulbs  they 
were  trading.  These  contracts  were  not 
legally  enforceable.  However,  reputation 
and  the  desire  for  profits  persuaded 
most  traders  to  honor  their  future  con- 
tracts under  most  circumstances, 
excluding  bankruptcy. 

The  Dutch  feared  imminent  invasion 
by  Spain  from  1635-1637,  during  Tulip 
Mania’s  height.  Professor  Peter  Garber 
speculates  that  an  exogenous  event — the 
Bubonic  Plague — prompted  Tulip 
Mania  by  bringing  common,  unsophisti- 
cated investors  into  the  futures  market. 
The  rumors  of  war  and  hideous  disease 
fostered  gambling  in  tulip  bulbs  by 
novice  investors.  These  wild  gambles 
had  no  structural  connection  to  the 
underlying  futures  market  in  tulips,  but 
they  caused  temporary  gyrations  and 
dislocations,  leading  to  disapprobation. 

Tulip  prices  collapsed  in  February 
1637,  accompanied  by  a general  suspen- 
sion of  settlements  for  contracts  coming 
due.  Growers  proposed  that  contracts 
before  November  30,  1636  should  be 
executed  and  honored.  Later  contracts 
would  give  the  buyer  the  right  to  reject 
the  contract  upon  payment  of  10%  of 
sale  price.  Dutch  authorities  did  not 
accept  the  proposal.  In  April,  Holland 
suspended  all  contracts  that  included  the 
seller’s  right  to  sell  at  market  prices  dur- 
ing the  suspension.  Thus  growers  were 
released  to  market  the  bulbs  in  June. 

The  courts  did  not  uphold  the  con- 
tracts but  local  settlements  were  worked 
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out,  with  arbitration  a preferred 
method.  This  modest  frenzy,  fueled  by 
novice  speculators,  immune  from 
enforcement  (but  not  death)  petered  out. 
The  tulip  markets  returned  to  normal 
with  little  lasting  effect  upon  the  vibrant 
commerce  of  the  Netherlands. 

So  what  is  the  moral?  The  Dutch 
developed  an  innovative  futures  market 
for  an  exotic  new  luxury  good,  the  tulip. 
It  functioned  well  before,  for  a large  part 
during  (for  sophisticated  investors  and 
growers),  and  after  Tulip  Mania. 
Authorities,  magistrates  and  religious 
leaders  frowned  upon  tulip  speculation. 
Tulip  futures  contracts  were  officially 
unenforceable,  yet  they  were  honored 
because  dealers  did  not  want  to  lose  face 
or  trading  rights  in  the  bourse.  Large 
investors  were  well-financed  for  both 
long  and  short  positions.  The  “failure” 
in  the  market  was  largely  lack  of  both 
regulation  and  legal  processes  to  handle 
the  newly-created  futures  market. 

The  Mississippi  Company  Bubble 
(1719-1720)  and  the  Takeover 
of  the  French  Economy 

The  Mississippi  Company  scheme  was 
perhaps  the  most  audacious  financing 
scheme  of  modern  times.  John  Law,  an 
English  speculator,  proposed  nothing 
less  than  a corporate-like  takeover  of 
French  government  finance  and  its  for- 
eign colonies.1  Private  equity  was  to 
refund  the  debt,  providing  great  liquid- 
ity. This  capital  would  temporarily  rest 
in  the  Mississippi  Company,  which 
would  generate  huge  revenues  from 
industry  and  overseas  trade.  These  rev- 
enues would  be  plowed  back  into  the 
French  economy  and  the  Mississippi 
Company,  giving  rise  to  greater  wealth 
and  income.  It  was  a grand  enterprise, 
perhaps  too  grand. 

Like  the  South  Sea  Bubble  (of  which 
more  later),  “government  connivance 
lies  at  the  heart  of  this  scheme”2  — legit- 
imate government  interest  and  corrup- 
tion play  large  parts.  But  central  to  this 
bubble  and  to  the  South  Sea  Bubble  is 
the  influence  of  perhaps  the  most  ambi- 
tious finance  minister  of  all  time,  John 


Law. 

France  in  1715  was  bankrupt.  Law- 
had  the  answer:  “Trade  and  money 
depend  mutually  on  one  another;  when 
trade  decays  money  lessens;  and  w-hen 
money  lessens,  trade  decays.”3  Law 
founded  a national  bank,  the  Banque 
Generale  (1716).  The  bank  w'as  unregu- 
lated and  subject  to  only  Law  and  share- 
holders. This  may  not  seem  as  harmful 
as  it  might  appear  because  private  inter- 
ests might  not  be  expected  to  bend  the 


bank  to  the  needs  of  the  state.  Its  success 
attracted  enemies,  especially  private 
banks  dominated  by  tax  farmers — 
bounty  hunters  who  were  paid  a com- 
mission on  the  taxes  they  collected.  Law 
had  made  powerful  foes  in  financial 
markets  and  at  court. 

The  Mississippi  Company  was  orga- 


nized to  obtain  a monopoly  of  trade  in 
Louisiana  and  Canada.  To  finance  the 
company.  Law’s  subscription  took  in 
cash  and  government  debt.  He  mone- 
tized the  debt  by  making  it  available  as 
a cash  equivalent  for  investments.  The 
company  then  converted  the  debt  into 
long-term  annuities,  called  rentes.  The 
government  received  an  interest  reduc- 
tion, as  would  be  the  case  in  the  South 
Sea  refunding,  and  the  investors  received 
greater  protection  because  they  were 


dealing  with  a well-funded  private  cor- 
poration. 

The  pieces  were  in  place  for  a full- 
fledged  implementation  of  John  Law’s 
Fund  of  Credit.  Law  planned  to  create  a 
cash  inflow  from  cash  and  government 
debt  that  would  be  capitalized  in  the 
bank  and  the  Mississippi  Company.  The 


/ 93  draft  from  John  Law's  Compagni  ties  hides,  formerly  the  Mississippi  Company. 


A note  from  the  first  hank  in  France,  established  on  the  concept  of  John  Law. 
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national  debt  would  be  monetized  and 
available  for  more  productive  use  than 
mere  annuities.  It  would  be  insulated 
from  the  state’s  harmful  and  capricious 
influences  because  it  was  under  private 
control.  Then  the  funds  were  to  be  used 
for  grand  schemes,  such  as  the  Missis- 
sippi Company.  Law  envisioned  turning 
France’s  New  World  possessions  into 
thriving  colonies  remitting  revenues  to 


would  become  subject  to  state  interfer- 
ence and  influence.  Company  stock 
drew  intense  interest  since  it  was  the 
heart  of  the  Fund  of  Credit.  In  1719- 
1720,  the  Banque  printed  money  to 
facilitate  stock  purchases  and  embarked 
upon  generous  lending  policies  to  fur- 
ther share  sales  and  speculation.  The 
sheer  scope  of  the  enterprise  resulted  in 
the  monetizing  of  the  Mississippi  Com- 


rentes  was  being  valued  at  an  astound- 
ing sixth  of  the  French  net  worth.  Mod- 
ern accounting  and  required  trans- 
parency would  have  illuminated  the 
flaws.  But  that  was  not  the  case  in  1 8th 
century  France. 

Law  then  assumed  the  role  of  Con- 
troller General  and  Superintendent  of 
Finance  in  1720.  He  controlled  all  gov- 
ernment finance  and  money  creation,  as 
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the  Crown  and  large  dividends  to  the 
investors.  Finally,  all  this  expanded  com- 
mercial activity  would  generate  new 
wealth,  funding  more  employment  and 
creating  new  businesses.  This  is  modern 
monetary  policy  in  a nutshell,  except 
that  it  was  under  private  control  with 
the  backing  of  an  absolute  monarchy. 

In  1719  Banque  Generale  became 
Banque  Royale  with  authority  to  mint 
coins  and  collect  taxes.  The  Banque  now 
controlled  government  finances  but 


pany’s  shares,  further  inflating  the 
money  supply. 

The  next  step  was  to  refund  the 
national  debt,  to  put  France  on  a strong 
footing.  This  would  coincidentally 
increase  the  value  of  the  Company  and 
the  Banque.  The  refunding  resulted  in  a 
substantial  interest  reduction.  Shares 
with  a market  value  of  5.4  billion  livres 
were  issued,  quadruple  the  Company’s 
most  tangible  asset,  its  rentes.  So  a cash 
flow  of  more  than  one  billion  livres  in 


the  bank’s  CEO,  CFO  and  COO. 

Share  prices  peaked  in  January  and 
then  slumped  when  investors  sold  to 
obtain  specie.  The  fatal  flaw  was  the 
monetizing  of  the  company  shares, 
putting  too  much  money  in  circulation, 
and  into  the  economy.  Investors  rushed 
to  convert  their  shares  and  paper  money 
to  specie.  Disintermediation  occurred; 
illiquidity  followed.  The  falling  price  of 
shares  caused  the  king  himself  to  jump 
ship,  taking  huge  profits.  The  share 
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decline  imperiled  company  trade  expan- 
sion plans.  A liquidity  crisis  hit  France. 

Law’s  monetizing  scheme  had  dou- 
bled the  money  stock  in  a few  short 
years.  In  response,  Law  deflated  the 
economy.  Share  prices  collapsed.  Bank 
notes  were  halved  in  value.  Currency 
controls  followed.  Finally,  the  Company 
took  over  the  Banque,  although  in  real- 
ity it  was  already  the  bank  controller. 

The  center  could  not  hold.  In  vain 
Law  undertook  desperate  measures  to 
protect  his  system  and  reputation.  Law 
ultimately  fled  France;  he  would  die  in 
Venice  in  1729. 

The  Fund  of  Credit  was  not  a scam. 
Like  the  South  Sea  Company  after  it,  the 
Mississippi  Company  overreached  and 
collapsed.  The  Fund  of  Credit  and  Law 
System  were  created  to  address  pressing 
financial  matters  — the  revival  of  a 
bankrupt  state  and  economy.  The  Mis- 
sissippi Bubble  contained  an  unmatched 
moral  hazard.  One  man,  albeit  a very 
competent  one,  controlled  the  mint,  the 
capital  markets,  and  a gigantic  venture. 
This  unprecedented  combination  of 
state  and  private  power  recklessly,  but 
without  malice,  destroyed  the  markets 
and  the  Company.  The  Company 
reached  too  far  and  failed. 

The  South  Sea  Bubble  ( 1 720): 

Joint  Stock  and  Government  Debt 

The  South  Sea  Company  (the  Company) 
was  originally  chartered  to  trade  in  the 
Caribbean  basin  with  Spanish  colonies, 
but  war  with  Spain  frustrated  its  pur- 
pose. It  found  new  life  in  1713  with  its 
successful  conversion  of  government 
short  term  debt  to  long  term  debt.  Dur- 
ing the  decade,  its  stock  value  increased, 
mainly  because  of  the  successful  refund- 
ing and  the  conclusion  of  a peace  treaty 
with  Spain  in  1719.  The  market  was 
also  on  an  upswing  as  peace  broke  out 
in  Europe.  New  opportunities  appeared 
to  abound. 

The  John  Law  System  for  revolution- 
izing public  finance  was  implemented  in 
France,  with  apparent  great  success. 
England  had  considerable  concern 
about  the  juggernaut  Law  was  design- 


ing, and  its  effect  on  political  power  and 
capital  markets.  The  English  tried  to 
counteract  it  with  its  own  refunding  sys- 
tem. As  fortune  would  have  it,  the  Eng- 
lish South  Sea  Company  was  in  search 
of  new  investments. 

In  1719,  finance  minister  John  Law 
had  copied  English  lottery  ticket  conver- 
sions to  refund  parr  of  the  French  debt. 
The  Company  prepared  to  copy  Law:  it 
struck  a deal  with  the  Treasury  to 
exchange  government  debt  for  Com- 
pany stock.  Members  of  Parliament 
were  bribed  (not  uncommon)  with  stock 
and  cash  to  pass  legislation.  The  Com- 
pany then  paid  a veritable  king’s  ransom 
of  £ 7.5  million  to  the  government  for 
the  refunding  privilege. 

This  payment  cut  Company  margins 
considerably  and  gave  it  less  to  offer 
creditors  and  reduced  free  cash  flow. 
For  conversion  to  work,  both  govern- 
ment and  Company  required  a rising 
stock  market,  to  increase  the  value  of 
the  shares  (consideration  for  the 
exchange)  and  provide  more  lucrative 
refunding  to  the  annuitants.  As  the  bub- 
ble expanded,  the  Company  made  gen- 
erous loans  against  shares  to  encourage 
purchase  of  even  more  shares.  Very  high 
margins  were  permitted  for  subscrip- 
tions with  as  little  as  one-eighth  down 
and  the  balance  due  within  several  years 
(to  be  financed,  buyers  hoped,  by  rising 
share  prices). 

The  execution  was  complicated  (see 
chart,  page  26),  more  so  as  refunding 
continued  and  market  interest  height- 
ened. 1 he  Company’s  internal  fiscal 
controls  were  inadequate  and  lacked 
sophisticated  external  analysis.  There 
was  little  transparency.  The  public 
could  not  price  the  conversion  with  any 
degree  of  reliability. 

Instead  of  exchanging  stock  for 
annuities  and  calculating  the  amount 
left  over  (the  profit  on  the  arbitrage),  the 
Company  continued  to  offer  new,  highly 
leveraged  subscriptions.  Thus  the  value 
of  the  stock  was  both  devalued  (because 
it  was  based  on  the  income  stream)  and 
paradoxically  overvalued  due  to  all  the 
interest  in  the  conversion  and  stock 


prices.  Refunding  brought  the  Company 
into  direct  competition  and  conflict  with 
the  Bank  of  England.  There  was  frenzied 
competition  for  Company  stock,  other 
joint  stock  shares,  illegitimate  bubble 
companies,  and  scrip. 

The  Company  marketed  more  shares 
to  take  advantage  of  the  rising  prices 
and  fund  conversion  and  profits. 
Europe  was  awash  in  magical  credit. 
The  Mississippi  Company  Bubble  per- 
colated, and  disintermediated  funds 
from  Paris  and  Amsterdam  pushed 
prices  even  higher.  The  shortage  of 
shares  and  scrip  pushed  prices  even 
higher.  Share  price  increased  and 
peaked  over  £900  in  June  1720. 

The  Company  sought  to  protect 
itself  through  the  intervention  of  Parlia- 
ment, whose  Bubble  Act  of  1720  out- 
lawed the  unchartered  bubble  compa- 
nies. The  Bubble  Act  and  subsequent 
prosecution  of  bubble  companies  by  the 
treasury  solicitor  ushered  in  the  fall  of 
the  stock.  On  August  18  the  stock 
began  to  fall  and  hampered  the  fourth 
subscription,  pegged  at  an  astounding 
£1000.  Desperate  attempts  were  made 
to  staunch  the  descent. 

Government  prosecution  of  the  bub- 
ble companies  had  unintended  conse- 
quences. The  smaller  bubbles  couldn’t 
be  popped  without  destroying  the  South 
Sea  Bubble.  Amsterdam’s  exchange  rate 
rose  sharply  against  London’s.  London- 
ers sold  off,  investing  in  Amsterdam. 
The  bubble  imploded.  Officers  and 
insiders  fled  to  the  Continent.  Directors 
were  disgraced.  The  Company’s  rivals, 
the  Bank  of  England  and  the  East  India 
Company,  stabilized  the  market  and 
completed  the  debt  conversion.  England 
experienced  a normal  depression  lasting 
several  years.  The  enduring  effect  of  the 
bubble  was  the  Bubble  Act  that  stymied 
and  thwarted  commercial  development 
until  it  was  repealed  in  the  1840s.  By 
then  England  was  destined  to  lose  the 
corporate  footrace  to  its  upstart  child, 
the  United  States. 

The  Company’s  failure  is  echoed  in 
the  contemporaneous  collapse  of  the 
con  tinned  on  page  36 
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As  Federal  Reserve  chairman,  Paul  Volcker  revitalized  the  economy,  paved  the  way  for 
prosperity  and  fought  for  corporate  integrity,  and  that’s  just  the  beginning. 


Paul  Adolph  Volcker,  the  cheap- 
cigar  smoking,  six-foot-seven-inch  tall 
banker  and  economist  was  once 
described  as  “the  new  activist  in  cen- 
tral banking”  by  Business  Week  mag- 
azine for  guiding  the  world’s  largest 
economy  out  of  a period  of  double- 
digit inflation  by  bringing  about  one 
of  its  worst  recessions.  “He  is  the  most 
revered  economic  leader  of  his  era,” 
Stephen  Koepp  wrote  in  a June  1987 
issue  of  Time. 

“He  had  profound  impact  on  a 
$4.3  trillion  economy  but  lived  in  a 
tiny  $500-a-month  apartment  fur- 
nished with  castoffs,”  Koepp  detailed. 
“He  ran  [the  Federal  Reserve]  in  a 
notably  serene  and  straightforward 
style,  and  still  his  mystique  grew  so 
potent  that  his  every  move  sent  global 
financial  markets  into  spasmodic 
guessing  games  about  what  he  was 
thinking.” 

The  former  Fed  chief’s  integrity 
landed  him  a job  as  chairman  of  an 
independent  oversight  board  to  steer 
accounting  firm  Arthur  Anderson  in 
the  wake  of  the  Enron  scandal.  He 
refused  payment  for  these  services. 

And  he  has  most  recently  made 
news  by  heading  an  18-month  investi- 


gation into  the  UN’s  now-defunct  oil- 
for-food  program,  the  results  of  which 
led  UN  chief  Kofi  Annan  to  assume 
responsibility  for  management  lapses 
in  the  corruption-riddled  scheme. 

“The  report  is  critical  of  me  per- 
sonally, and  I accept  its  criticism,” 
Annan  told  the  Security  Council 
shortly  after  receiving  Volcker’s  860- 
page  report. 

A veteran  public  servant,  but  never 
a politician,  Volcker  has  played  a key 
role  in  creating  a United  States  where 
inflation  barely  registers  on  the  public 
consciousness  and  bringing  strength 
back  to  the  Federal  Reserve  system. 

A Finance  Legend 
Begins  in  New  Jersey 
Volcker  was  born  on  Sept.  5,  1927,  in 
Cape  May,  NJ  to  Paul  and  Alma 
Louise  Volcker,  and  was  raised  in  the 
shadow  of  New  York  City,  in  Teaneck. 
His  family  was  full  of  strong  charac- 
ters, which  included  three  sisters  who 
all  attended  universities  and  pursued 
careers,  atypical  paths  for  women  in 
the  1940s. 

His  parents,  the  son  and  daughter 
of  German  immigrants,  were  notably 
reserved,  frugal  and  unpretentious.  In 


fact,  Volcker  did  away  with  the  usual 
limousine  and  opted  for  a sedan  after 
he  was  made  president  of  the  Federal 
Reserve  Bank  of  New  York.  And  to 
this  day  biographers  and  friends  make 
note  of  the  delight  he  seems  to  take  in 
bargain  suits,  and  his  willingness  to 
work  for  any  good  cause  for  free. 

But  it  was  his  father,  Teaneck’s  first 
town  manager,  who  the  former  Fed- 
eral Reserve  chief  credits  as  the  guid- 
ing force  behind  his  work  in  public 
service.  In  an  interview  with  Ben  Wat- 
tenberg,  Volcker  said  his  father’s  role 
as  the  man  who  rescued  Teaneck  from 
bankruptcy,  the  public  figure  others 
looked  to,  hugely  impacted  his  career. 

“My  father  used  to  tell  me,  don’t 
stay  in  government,  go  in  business,  go 
make  some  money,  but  it  was  mon- 
key-see  monkey-do.” 

Not  surprisingly,  Volcker  went  on  to 
work  for  the  government  for  decades, 
serving  under  three  Presidents,  Democ- 
rat and  Republican.  He  worked  with 
the  Federal  Reserve  Bank  of  New  York, 
the  Treasury  Department  and  as  chair- 
man of  the  Federal  Reserve  Board.  But 
during  his  long  career,  he  also  took 
time  out  to  work  in  the  private  sector. 
Most  notably  he  served  as  an  econo- 
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mist,  vice  president  and  director  of 
planning  with  Chase  Manhattan  Bank, 
as  well  as  a professor  at  his  alma  mater, 
Princeton  University. 

Volcker  narrowly  escaped  being 
drafted  to  tight  in  World  War  II  by 
being  considered  too  tall  for  service, 
and  was  accepted  instead  to  Prince- 
ton. “I  thought  places  like  Harvard, 
Yale  and  Princeton  were  beyond  me,” 
Volcker  told  biographer  Joseph 


Treaster.  “They  didn't  take  kids  like 
me  from  Teaneck  High  School.” 

But  there  he  displayed  an  excep- 
tional intelligence  and  graduated 
summa  cum  laude  in  1949  with  a BA 
in  public  and  international  affairs.  His 
thesis:  a 250-page  paper  titled,  “The 
Problems  of  Federal  Reserve  Policy 
Since  World  War  II.” 

He  then  went  on  to  earn  a master’s 
degree  in  political  economy  and  gov- 


ernment in  1951  from  Harvard,  and 
did  postgraduate  work  at  the  London 
School  of  Economics  as  a Rotary  Fel- 
low. Volcker  met  Barbara  Bahnson 
after  returning  from  London.  She  suc- 
cessfully wooed  him  from  a British 
girlfriend,  and  the  two  were  married 
on  September  11,  1954. 

The  couple  had  two  children  - 
daughter  Janice  and  son  Jimmy  — but 
lived  apart  for  many  years  due  to  the 
demands  of  Volcker’s  work  with  the 
Federal  Reserve  Bank  of  New  \ork 
and  with  the  central  bank.  Barbara 
remained  Paul’s  wife  for  25  years  until 
she  died  on  June  14,  1998  at  age  68. 
She  was  diagnosed  with  type  l dia- 
betes when  she  was  a child,  a severe 
condition  that  strained  her  health  her 
whole  life.  She  also  was  diagnosed 
with  severe  rheumatoid  arthritis  when 
Volcker  was  chosen  to  run  the  Fed. 
Quite  ill  and  in  severe  pain,  she  even- 
tually succumbed  to  both  conditions. 

Career  of  Opportunity 
Volcker's  first  full-time  job  was  as  a 
staff  economist  at  the  New  York  Fed- 
eral Reserve,  the  most  influential  of  the 
nation's  12  Federal  Reserve  banks. 
Soon  after,  he  was  offered  a position  at 
Chase  Bank,  where  he  was  recruited  as 
special  assistant  to  David  Rockefeller 
on  a congressional  commission  on 
money  and  credit  in  America. 

Flis  talent  in  the  private  sector  did 
not  go  unnoticed,  and  in  1962  he  was 
tapped  for  a government  job  as  direc- 
tor of  the  Office  of  Financial  Analysis 
to  take  care  of  long-term  planning  in 
the  Treasury  Department.  In  1965, 
Volcker  returned  to  Chase  as  an  aide 
to  bank  chairman  David  Rockefeller, 
but  was  called  back  to  Washington  in 
1969,  when  he  took  a position  as 
undersecretary  of  the  Treasury  Depart- 
ment for  monetary  affairs.  He  was 
chosen  to  serve  under  Richard  Nixon, 
even  though  he  was  a Democrat,  in 
the  third-highest  job  in  the  Treasury. 

As  undersecretary,  Volcker  was  the 
chief  architect  of  monetary  policies 
formulated  in  the  summer  of  1971 
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that  included  the  decision  to  divorce 
the  dollar  from  the  gold  standard,  dis- 
solving the  Bretton  Woods  agreement. 

Under  Bretton  Woods,  an  ounce  of 
gold  was  set  at  $35,  and  all  other  cur- 
rencies were  pegged  to  the  dollar. 
Other  nations  could  present  the  US 
with  dollars  and  receive  the  equivalent 
in  gold.  Over  the  first  half  of  the  20th 
century,  an  enormous  amount  of  dol- 
lars had  accumulated  in  foreign  cen- 
tral banks,  and  by  the  summer  of 
1971  those  banks  had  three  times 
more  dollars  than  the  US  had  in  gold. 

Facing  the  danger  of  defaulting  as 
gold  demand  increased,  America 
broke  with  the  deal.  As  currencies  all 
over  the  world,  including  the  dollar, 
began  to  float  and  find  their  own  lev- 
els of  value,  the  world’s  currency  mar- 
kets spiraled  out  of  control.  Volcker 
was  behind  this  deal,  and  spent  a great 
deal  of  time  hammering  out  the  details 
with  other  countries. 

Volcker’s  desire  to  work  as  a public 
servant  dimmed  as  the  shadow  of 
Watergate  closed  on  the  Nixon  admin- 
istration. But  after  a brief  stint  as  a 
senior  fellow  at  Princeton,  he  was 
asked  to  chair  the  New  York  Federal 
Reserve  Bank  by  Arthur  Burns,  who 
was  then  chair  of  the  central  bank.  A 
series  of  upheavals  in  the  Carter 
administration  led  to  his  appointment 
as  head  of  the  Federal  Reserve  Board 
in  1979.  His  work  as  Fed  chairman 
would  garner  him  the  most  attention, 
criticism,  and  later  acclaim. 

“For  eight  years,  as  chairman  of  the 
Federal  Reserve  Board,  Paul  Volcker 
was  perhaps  the  second  most  power- 
ful man  in  Washington,”  Lawrence 
Malkin  wrote  in  Time  magazine. 
“There  were  no  doubt  times,  as  he 
squeezed  the  money  supply  and  cost 
people  jobs  in  his  battle  against  dou- 
ble-digit inflation,  when  he  was  also 
one  of  the  most  unpopular.” 

When  Volcker  took  the  reins,  the 
country  was  in  an  economic  malaise, 
the  dollar  was  falling  sharply  and 
inflation  was  running  at  13%.  In 
response  to  what  President  Carter 


called  a “crisis  of  confidence,”  Volcker 
pushed  the  Fed  to  impose  strict 
growth  targets  on  the  money  supply 
and  jack  up  interest  rates,  with  the 
prime  rate  that  banks  charge  their  best 
customers  eventually  peaking  at 
21.5%  in  December  1980. 

The  steep  rise  in  rates  pushed  the 
United  States  into  its  worst  recession 
in  40  years,  with  unemployment  hit- 
ting 10.7%  in  1982,  the  highest  since 
the  Great  Depression.  Volcker  became 
so  unpopular  that  he  was  granted 
Secret  Service  protection,  and  the  eco- 
nomic crisis  led  the  Fed  in  1982  to 
loosen  its  strict  control  over  the 
money  supply,  but  not  before  inflation 
had  dropped  below  4%. 

Once  inflation  had  been  tamed  and 
the  economy  turned  around  in  the 
mid-1980s,  Volcker  went  from  villain 
to  folk  hero,  with  the  economic  boom 
in  the  1990s  later  attributed  to  his 
restrictive  monetary  policy  more  than 
a decade  earlier. 

In  an  interview  with  New  York 
Times  reporter  Joseph  Treaster,  cur- 
rent Fed  Chairman  Alan  Greenspan 
credited  Volcker  with  America’s  eco- 
nomic vitality  over  most  of  the  last  20 
years,  saying  that  his  own  ability  to 
drive  inflation  to  historic  lows  was 
largely  an  extension  of  “the  basic  pol- 
icy that  Volcker  put  in  place.” 

Eventually,  the  Reagan  administra- 
tion’s permissive  regulatory  policies 
encouraged  a rush  of  corporate  merg- 
ers, while  its  fiscal  policies  more  than 
doubled  the  budget  deficit,  driving  a 
wedge  between  Volcker  and  the  Presi- 
dent’s economic  advisors.  Reagan 
decided  in  1987  not  to  reappoint  him 
for  a third  term  as  Fed  chairman. 

Life  After  the  Fed 

After  leaving  public  office,  Volcker 
worked  as  a successful  investment 
banker  and  continued  to  speak  out  on 
the  need  to  aggressively  deal  with 
problems  such  as  Third  World  debt 
and  the  US  budget  deficit.  In  1999,  he 
headed  the  panel  investigating  how 
Swiss  banks  handled  the  accounts  of 


Holocaust  victims,  and  he  became 
chairman  of  the  International 
Accounting  Standards  Committee 
Foundation  in  2000. 

Following  Enron’s  collapse,  the  for- 
mer Fed  chief  headed  an  independent 
oversight  board  at  Arthur  Andersen, 
the  accounting  firm  that  had  audited 
Enron  and  pleaded  guilty  for  its  role  in 
the  accounting  scandal.  “I  think  there 
are  systemic  flaws  that  are  revealed  by 
the  Enron  situation  and  other  situa- 
tions,” Volcker  told  Jim  Lehrer  in  an 
interview  on  March  12,  2002. 

“We  have  bragged  to  all  the  world 
of  the  effectiveness  of  our  accounting, 
the  transparency  of  our  companies... 
We  have  had  a certain  amount  of 
hubris...  we  have  clear  difficulties.  It’s 
time  make  our  performance  as  good 
as  our  assumption  as  to  what  the  per- 
formance was,”  he  said,  adding  that  if 
the  credibility  problem  was  not 
repaired,  the  alternative  would  be  a 
complete  lack  of  confidence  in  the 
market  system  and  the  adverse  conse- 
quences of  a crisis  of  faith. 

As  a credit  to  Volcker’s  reputation 
for  honesty  and  integrity,  Secretary- 
General  Kofi  Annan  announced  on 
April  21,  2004  that  the  economist 
would  head  an  independent  panel  to 
investigate  fraud  and  corruption  allega- 
tions in  the  UN’s  oil-for-food  program. 

The  program  was  established  to 
aid  Iraqi  civilians  hurt  by  sanctions, 
and  Volcker’s  investigation  would 
eventually  place  blame  at  the  feet  of 
Annan  himself. 

Friends  say  Volcker  is  calm  and 
unruffled  under  pressure  and  has  a 
barbed  wit.  He  enjoys  gardening, 
winemaking  and  reading,  and  is 
famous  for  his  love  of  fly-fishing.  But 
these  are  recreations  he  is  usually  too 
busy  to  enjoy.  As  Christopher  Lydon 
wrote  in  The  New  York  Times,  eco- 
nomics was  his  “profession,  his  pas- 
sion, and  his  only  hobby.”  03 

Bai  Yun  is  a freelance  writer  based  in 
New  York  City.  She  writes  on  a vari- 
ety of  topics. 
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How  the  Small  Business  Investment 
Company  Act  of  1958  Shaped  America’s 
Venture  Capital  Industry 


By  Tamar  Anolic 

Where  would  we  be  it  Columbus, 
Magellan,  and  other  explorers  had 
never  received  funding  from  monarchs 
eager  ro  profir  from  rheir  excursions? 
The  origin  of  the  venture  capital 
industry  can  be  traced  to  the  time  of 
these  explorers,  although  it  was  not 
until  after  World  War  11  that  venture 


capitalism  as  we  now  know  it  became 
an  industry  unto  itself.  A major  impe- 
tus for  this  transition  was  the  Small 
Business  Investment  Company  Act. 
When  it  passed  in  1958,  the  Act, 
which  signaled  the  American  govern- 
ment’s first  foray  into  venture  capital- 
ism, produced  some  of  the  very  struc- 


tures that  define  the  industry  today. 

The  earliest  seeds  of  venture  capi- 
talism lie  with  wealthy  individuals  or 
companies  funding  new  projects,  in 
the  hopes  that  they  will  profit  from 
rheir  investments.  According  to  Brian 
E.  Hill  and  Dee  Power  in  their  book. 
Inside  Secrets  to  Venture  Capital , this 

continued  on  next  page 


SBIC  Flowchart:  How  the  Program  Works 
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1 The  budget  proposes  total  program  level, 
subsidy  rates,  and,  if  necessary,  any  appro- 
priation amount.  The  subsidy  rate  is  an  esti- 
mate, stated  as  a percentage, 

of  any  appropriations  amount  to  be  reserved 
against  possible  program  losses. 

2 Congress  sets  the  final  program  levels  and, 
if  necessary,  the  appropriation  to  support 
the  same. 

3 A prospective  SBIC  must  raise  between  $5 
million  and  S10  million  in  private  capital 
before  it  can  be  licensed.  After  licensing, 
the  private  capital  is  always  at  risk  first. 

4 Money  (leverage)  can  only  be  drawn  from 
the  Trust  after  application  to 

and  approval  by  the  Small  Business  Adminis- 
tration (SBA)  A full  credit  and  regulatory 
compliance  review  is  performed  each  time 
leverage  is  sought.  Money  drawn  by  SBICs  is 
repaid  in  accordance  with  the  terms  of  the 
securities. 

5 SBA  guarantees  payment  by  the  Trust  of  all 
principal  and  interest  due  on  the  certificates 
sold  to  the  public  capital  market. 

6 Money  for  leverage  is  raised  by  the  sale  of 
SBA-guaranteed  securities  bearing  interest 
at  a rate  egual  to  that  of  10-year  Treasury 
Bonds  plus  a variable  spread  to  that  rate 
based  on  market  conditions. 

7.  Participating  Securities  SBICs  pay 
approximately  10%  of  their  profits  to  SBA. 

8.  Investments  in  small  US  businesses  may  be 
in  the  form  of  loans,  loans  with  eguity  fea- 
tures (e.g.,  options  to  obtain  stock  in  the 
future  or  royalty  rights),  or  purchases  of 
equity  (stock). 
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type  of  financing  remained  the  anchor 
of  venture  capitalism  through  the 
early  20th  century. 

When  the  Great  Depression 
engulfed  the  United  States  in  the 
1930s,  however,  both  individuals  and 
companies  began  investing  their 
money  more  conservatively,  and  fewer 
dollars  were  available  to  fund  new 
ideas.  This  trend  exposed  a missing 
component  of  the  economy,  namely, 
sources  of  funding  for  new  enter- 
prises. When  World  War  II  ended,  the 
foundations  of  the  current  venture 
capital  industry  sprang  up  as  new  enti- 
ties formed  to  fill  the  gap. 

The  first  was  the  American 
Research  and  Development  Corp. 
(ARD),  which  was  formed  in  1946. 
According  to  Dee  and  Power,  ARD 
was  the  nation’s  “first  true  venture 
fund,  in  that  it  raised  institutional  cap- 
ital and  invested  in  early-stage  ven- 
tures.” Then,  in  1958,  the  American 
government  entered  the  fray,  passing 
the  Small  Business  Investment  Com- 
pany Act,  which  would  have  lasting 
effects  on  the  nascent  industry. 

In  passing  the  Small  Business  Invest- 
ment Company  Act,  Congress  sought 
to  improve  the  national  economy  in 
general  by  stimulating  the  small-busi- 
ness segment  in  particular,  as  they  rea- 
soned that  small  businesses  would  pro- 
vide the  most  growth  in  the  economy 
and  labor  force.  To  that  end,  the  Act 
“establish[ed]  a program  to  stimulate 
and  supplement  the  flow  of  private 
equity  capital  and  long-term  loan 
funds  which  small-business  concerns 
need  for  the  sound  financing  of  their 
business  operations  and  for  their 
growth,  expansion,  and  moderniza- 
tion.” Such  funds,  the  Act  declared, 
were  not  currently  available  in  ade- 
quate supply. 

To  solve  this  problem,  the  Act  cre- 
ated a new  legal  entity,  the  Small  Busi- 
ness Investment  Company  (SBIC), 
which  it  defined  as  an  incorporated 
body,  limited  liability  company,  or  lim- 
ited partnership  organized  and  char- 
tered solely  for  the  purpose  of  per- 


forming the  functions  and  conducting 
the  activities  of  investing  in  small  busi- 
nesses. The  Act  also  provided  for  the 
licensing  of  such  SBICs;  any  applicant 
wishing  to  operate  in  this  manner  had 
to  submit  a licensing  application  to  the 
Small  Business  Administration  (SBA). 

Today  the  SBA  continues  to  oversee 
the  licensing  of  SBICs.  In  deciding 
whether  to  grant  the  license,  the  SBA 
first  determines  that,  in  general,  the 
private  capital  of  each  licensee  is  not 
less  than  $5  million,  or  $10  million  if 
the  licensee  seeks  authorization  to 
issue  securities.  The  SBA  then  deter- 
mines whether  or  not  the  company’s 
ownership  is  sufficiently  diverse,  as 
the  management  of  each  applicant 
company  must  be  separate  from  its 
ownership  to  ensure  independence 
and  objectivity  in  the  oversight  of  the 
company’s  investments  and  opera- 
tions. The  SBA  also  must  be  certain 
that  the  applicant’s  management  is 
capable  of  complying  with  the  Small 
Business  Investment  Company  Act. 

The  SBA  takes  other  factors  into 
consideration  as  well.  Such  factors 
include  the  need  and  availability  of 
venture  capital  for  small  businesses  in 
the  applicant’s  geographic  region,  the 
business  reputation  of  the  company’s 
owners  and  managers,  and  the  com- 
pany’s probability  of  success,  includ- 
ing projected  profitability.  Interest- 
ingly, the  Act  specifically  admonishes 
the  SBA  not  to  take  into  consideration 
“any  projected  shortage  or  unavail- 
ability of  leverage.” 

Once  licensed,  SBICs  are  tax 
exempt  and  can  offer  loans  that  are 
insured  by  the  US  government.  In 
addition,  the  Act  allows  institutions, 
such  as  banks,  to  invest  in  SBICs  and 
greatly  expands  the  role  banks  can 
play  in  the  venture  capital  industry. 
“The  SBIC  program  enlarges  the  per- 
missible activities  and  investments  of 
hanking  organizations  beyond  those 
typically  permitted  for  their  commer- 
cial bank  and  venture  capital  units,” 
explain  Elijah  Brewer  III,  Hesna 
Genay,  William  E.  Jackson  III,  and 


Paula  R.  Worthington  in  their  article 
“Performance  and  Access  to  Govern- 
ment Guarantees:  The  Case  of  Small 
Business  Investment  Companies.” 

“Banking  organizations  own  and 
operate  SBICs,  as  well  as  other  ven- 
ture capital  firms.  While  traditional 
bank-owned  venture  capital  units  can 
only  own  up  to  5%  of  a small  firm’s 
equity,  SBIC  units  of  banking  organi- 
zations can  own  up  to  50%  of  a small 
firm’s  equity,”  they  write. 

“It’s  a good  example  of  how  the 
government  and  the  private  sector 
can  work  together  to  stimulate 
investment,”  Elizabeth  Wasserman 
says  about  SBICs  in  her  article  “Time 
to  Fix  the  SBA.”  With  so  many  inno- 
vations in  their  favor,  SBICs  became, 
in  Paul  Keaton’s  words,  “the  first  ves- 
tige of  an  organized  venture  capital 
industry.  ” 

Both  the  push  provided  by  the 
Small  Business  Investment  Company 
Act  and  the  example  of  the  first  pri- 
vate venture  capital  firms  allowed  the 
venture  capital  industry  to  become 
extremely  successful  in  the  decade  fol- 
lowing the  Act’s  passage.  Although  the 
industry  has  become  famous  for  its 
boom-and-bust  cycle,  the  Act  looks  to 
have  both  SBICs  and  Specialized  Small 
Business  Investment  Companies 
(SSBICs),  created  by  the  Act’s  amend- 
ments, fill  in  where  the  venture  capital 
industry  has  sagged. 

One  of  the  primary  ways  SBICs 
have  looked  to  supplement  the  private 
venture  capital  industry  is  by  investing 
in  businesses  and  geographic  areas 
overlooked  by  the  industry.  “In  states 
not  generally  served  by  private  ven- 
ture capital  firms,  SBICs  play  an 
important  role  in  financing  local  busi- 
nesses,” says  the  National  Association 
of  Small  Business  Investment  Compa- 
nies (NASBIC).  Nearly  half  of  all 
SBICs  are  located  in  government-des- 
ignated Low  and  Moderate  Income 
(LMI)  areas  of  the  country. 

But  while  acknowledging  that 
SBICs  have  financed  some  top  Ameri- 
can companies  like  Apple  Computers, 
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Intel,  and  Federal  Express,  Wasserman 
notes  that  “the  SB  A has  baggage  - lots 
of  it.  The  failed  Whitewater  land  deal 
was  financed  by  a $300,000  loan  from 
an  SBIC.” 

In  addition,  a study  of  SBIC  perfor- 
mance conducted  by  Brewer,  Genav, 
Jackson,  and  Worthington  showed 
that  of  the  280  SBICs  they  analyzed  at 
the  beginning  of  1986,  more  than  half 
had  failed  by  1993.  “As  of  September 
1995.  189  SBICs  were  in  liquidation, 
with  SBA-guaranteed  debentures  out- 
standing of  over  $500  million.  The  US 
General  Accounting  Office  estimated 
that  only  $200  million  would  ulti- 
mately be  repaid.” 

There  are  a number  of  reasons  for 
these  problems.  For  example,  while 
SBICs  have  looked  to  run  counter  to 
the  boom-and-bust  cycle  of  the  private 
venture  capital  industry,  they  have  not 
been  completely  successful  in  doing 
so.  “Congress  has  authorized  the  SBA 
to  guarantee  S21  billion  in  loans  and 
venture  capital  for  fiscal  year  2003,” 
says  Wasserman.  Such  authorization 
could  “provide  a great  boost  to  the 
small-business  economy.  But  instead 
of  acting  counter  to  the  markets  - 
picking  up  the  slack  when  the  private 
sector  retreats  - SBA  programs  mirror 
the  markets.  | In  2002 J,  for  example, 
when  commercial  lenders  and  venture 
capitalists  found  it  more  prudent  to  sir 
on  their  cash...  two  of  the  agency’s 
largest  programs  - the  504  loan...  and 
the  SBICs  - both  failed  to  come  close 
to  reaching  their  caps  for  administer- 
ing government-backed  funds.” 

1 hat  same  year,  when  the  overall 
amount  of  venture  capital  money 
invested  dropped  54%  from  the  previ- 
ous year,  SBIC  investment  dropped  as 
well,  falling  40%. 

In  addition,  say  Brewer,  Genay, 
Jackson,  and  Worthington,  the  fact 
that  the  government  backs  the  loans 
of  SBICs  has  caused  problems.  The 
first  problem  is  that  of  adverse  selec- 
tion, where  risky  SBICs,  the  ones 
more  likely  to  fail,  are  also  more  likely 
to  use  SBA  funding  than  other  invest- 


ment companies.  The  next  issue  is  that 
of  moral  hazard,  where  the  companies 
that  already  have  government  back- 
ing, knowing  that  the  government  will 
bail  them  out,  tend  to  invest  more 
excessively  in  risky  assets.  The  authors 
also  identify  the  “prepayment  effect," 
which  stems  “from  an  SBA  restriction 
that  limits  the  ability  of  SBICs  to  refi- 
nance their  SBA  debt”  as  yet  another 
factor  in  the  lackluster  performance  of 
SBICs.  The  last  factor  they  identify  in 
this  trend  is  “the  mismatch  effect,” 
which  results  from  using  SBA  debt  to 
finance  equity  investments. 

These  problems  have  not  gone 


unnoticed  by  Congress.  A wave  of 
legislation  in  the  early  1990s  sought 
to  complement  the  Small  Business 
Investment  Company  Act  and  cor- 
rect the  troubles  its  SBICs  have 
faced.  “One  key  element  of  the  1992 
legislation  was  the  creation  of  a new 
method  for  SBICs  to  raise  funds  for 
investments  in  the  capital  markets,” 
says  the  NASB1C.  This  method 
enabled  SBICs  to  invest  in  younger 
small  businesses  by  deferring  a por- 
tion of  the  interest  SBICs  pay  to  the 
federal  government  in  the  earlier 
years  of  the  SBIC’s  life. 

In  exchange  for  the  deferral,  the 
US  government  receives  a portion  of 
the  SBIC’s  profits.  This  permits  the 
government,  through  the  SBA,  to 
take  the  role  of  a limited  partner 
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when  leveraging  the  privately-man- 
aged SBICs.  Today,  the  Small  Busi- 
ness Investment  Company  Capital 
Access  Act,  introduced  into  Congress 
within  the  last  couple  of  years,  also 
looks  to  reinvigorate  SBICs. 

When  Congress  passed  the  Small 
Business  Investment  Company  Act  in 
1958,  it  jump-started  the  country’s 
nascent  venture  capital  industry  by 
creating  a partnership  between  the 
government  and  private  capital. 
SBICs  became  a model  for  the  ven- 
ture capital  industry  and  opened  up 
a new  source  of  funding  for  small 
businesses.  Their  financial  perfor- 
mance has  been  mixed,  but  recent 
legislation  has  looked  to  fix  their 
shortcomings  and  once  again  jump- 
start  the  venture  capital  industry. 


Tamar  Anolic  is  a freelance  writer 

with  a background  in  finance , politi- 
cal science , and  the  arts.  She  is  based 

in  New  York  City. 
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Even  those  with  little  interest 
in  history  probably  know  of  Jay 
Gould,  the  dark  genius  of  Wall 
Street.  What  they  know  is  mostly 
wrong.  Among  those  with  great 
interest  in  history,  Jay  Gould  has  a 
special  place  in  infamy,  sort  of  the 
Darth  Vader  of  robber  barons.  What 
they  know  is  mostly  wrong. 

Exhaustively  researched  and 
vividly  written,  this  book  dares 
much  and  achieves  even  beyond  its 
objectives.  If  all  Renehan  had  done 
was  to  save  Gould’s  reputation  from 
the  cesspool  into  which  Gould  him- 
self allowed  it  to  sink,  Renehan 
would  have  done  an  admirable  job. 

But  he  has  also  put  flesh  and  feel- 
ing into  this  wraith  of  history,  show- 


ing Gould  the  aspiring  young  man 
persevering  over  sickness  and  set- 
back. He  shows  Gould  the  deter- 
mined but  inexperienced  young  busi- 
nessman, sparring  with  and  learning 
from  the  elders  of  Federal-era 
finance.  He  also  shows  Gould  the 
family  man,  the  patient  and  dedi- 
cated horticulturalist,  and  even  — 
gasp  — Gould  the  philanthropist. 
And  he  has  done  it  all  in  just  300 
pages  of  text. 

Renehan  has  also  put  together  the 
clearest  and  most  thorough  account 
of  the  oft-told  tales  of  the  Erie  Rail- 
road Wars  and  the  Gold  Corner  out- 
side of  John  Steele  Gordon’s  defini- 
tive Scarlet  Woman  of  Wall  Street. 
Having  set  the  record  straight  on 
Gould’s  sins  and  successes  with  the 
Erie,  Renehan  details  at  length 
Gould’s  innovative  and  energetic 
efforts  to  build  western  empires  in 
railroads  and  telegraph.  And,  for 
good  measure,  Renehan  rescues  the 
hair-raising  Gouldsboro  War  from 
utter  obscurity,  this  one  involved 
real  shooting. 

To  be  sure,  there  is  no  attempt 
here  to  sanctify  Gould,  only  to  put 
him  in  historical  context.  Gould  was 
definitely,  even  proudly,  among  the 
elite  of  the  robber  barons.  Most  of 
the  manipulations  that  horrify  us 
today  were  legal,  or  at  least  widely 
accepted,  at  the  time.  But  most  of  all, 
Renehan  has  done  an  exemplary  job 
of  enterprise  journalism  digging  out 
the  facts  and  showing  how  previous 
biographers  have  too  often  simply 


repeated  allegations. 

Almost  to  placate  the  traditional- 
ists who  treasured  their  villain, 
Renehan  ends  by  replacing  the  nega- 
tive myths  he  has  exploded  with  a 
serious  indictment.  Gould  the  faith- 
ful husband  and  the  doting  father 
did  little  to  prepare  his  children  to 
sustain  and  enhance  the  empires  he 
built.  Within  the  first  generation  his 
fortune  and  his  companies  were 
largely  dissipated. 

For  all  its  strengths,  the  book  is 
not  without  blemish.  Most  obvi- 
ously, there  are  no  maps.  Consider- 
ing the  detail  Renehan  lavishes  on 
railroad  operation  and  competition 
down  to  branch  lines  and  short  lines, 
the  absence  of  even  a few  simple 
maps  is  a startling  oversight. 

Renehan  also  lapses  occasionally 
into  strange  usage.  That  ranges  from 
archaic:  in  one  illness  “Jay  lay 
abed,”  and  once  recovered  “walked 
tentatively  about  the  shop;”  to 
jagged  modernisms:  Gould  “gifted” 
some  stock  and  “messengered”  a 
note.  Considering  the  smooth  and 
facile  language  throughout  the  book, 
these  tacks  in  the  road  are  all  the 
more  curious. 

Nevertheless,  this  is  a remarkable 
effort.  It  has  enough  detail  for  the 
most  intense  financial  historian,  and 
enough  sweep  and  drama  to  engross 
the  casual  reader.  This  would  make  an 
ideal  book  for  the  business-history 
buff  to  lend  or  give  to  a friend  or  fam- 
ily member  as  an  entree  to  everything 
we  find  compelling  in  these  stories.  113 
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FREAKONOMICS 

A ROGUE  ECONOMIST  EXPLORES 
THE  HIDDEN  SIDE  OF  EVERYTHING 


"Prepare  to  be  dazzled." 
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This  is  a book  that  dares  much,  and 
achieves  most  of  what  it  dares.  Specif- 
ically, it  dares  to  rescue  economics, 
“the  dismal  science,”  from  its  beige 
books  and  ivory  towers  and  give  it  rel- 
evance. The  challenge  is  formidible. 

We  all  know  the  jokes:  If  all  the 
economists  in  the  world  were  laid  end 
to  end,  they  still  would  never  reach  a 
conclusion;  an  economist  is  someone 
who,  upon  noticing  that  something 
works  in  practice,  wonders  if  it  will 
also  work  in  theory;  and  so  on,  with- 
out ever  reaching  a conclusion. 

To  counter  this  dismal  state  of 
affairs,  economist  Steven  D.  Levitt, 
wunderkind  of  the  celebrated  mecca 
of  economics,  the  University  of 


Chicago,  has  set  out  on  a course  of 
what  could  be  described  as  radical 
relevance  for  economics.  In  2003  The 
New  York  Times  Magazine  sent 
author  and  journalist  Stephen  J.  Dub- 
ner to  write  a profile  of  Levitt. 

Thar  article  precipitated  a blizzard 
of  questions,  which  precipitated  this 
book.  Or  rather,  this  collection  of 
findings  in  the  form  of  essays.  There 
is  no  central  theme  to  the  book,  and 
the  authors  make  that  clear  at  the 
outset.  The  subject  matter  ranges 
from  why  sumo  wrestlers  would  or 
would  not  cheat  to  the  real  cause  for 
the  plunge  in  violent  crime  in  inner 
cities  in  the  1 980s. 

It  was  the  latter  postulate  that 
gained  Freakonomics  immediate 
attention,  even  notoriety.  Levitt  re- 
examined the  crime  data  and  the 
population  data  and  concluded  that 
the  rising  tide  of  crime  was  not 
reversed  by  harsh  sentencing  and 
revamped  police  work  hut  rather  the 
legalization  of  abortion  in  1973. 
fewer  unwanted  children,  Levitt 
deduced,  meant  fewer  neglected  teens 
turning  to  crime. 

For  this  conclusion  Levitt  was 
scorched  by  the  left  as  a racist,  even 
an  advocate  of  eugenics;  but  he  was 
also  criticized  from  the  right  for 
stealing  the  thunder  from  law-and- 
order  heroes  like  New  York  Mayor 
Rudolph  Giuliani. 

The  controversy  certainly  helped 
sell  books,  but  it  distracted  from  the 
main  point:  Levitt  has  discovered  and 
Dubner  has  communicated  several 


compelling  new  cases  to  further  con- 
firm that  human  beings  are  indeed 
homo  economus. 

The  best  example  is  the  chapter  on 
how  drug  gangs  operate  much  like 
corporations,  with  a host  of  minions 
at  the  ground  level  with  a pyramid  of 
managers  and  executives.  The  foot 
soldiers  who  survive  and  show 
promise  can  rise  through  the  ranks, 
but  attrition  is  very  high.  There  are 
even  death  benefits  paid  to  the  fami- 
lies of  fallen  workers. 

Leaving  aside  the  tragedy  of  drug 
use,  the  revelation  here  is  that  operat- 
ing outside  the  law  dealers  were  free 
to  form  any  kind  of  organization  they 
wanted.  What  worked  was  a model 
familiar  to  any  B-school  student. 

In  the  end  whether  the  conclusion 
about  crime  is  brilliant  or  scandalous 
is  beside  the  point.  Indeed  the  find- 
ings about  why  or  how  schoolteach- 
ers and  sumo  wrestlers  cheat,  or  the 
findings  about  how  names  become 
popular  or  what  makes  a good  parent 
are  also  beside  the  point.  Even  Dub- 
ner's  obsequious  chapter  openings 
are  beside  the  point. 

Freakonomics  has  brought  every- 
day relevance  back  to  economics.  It 
has  sold  well,  and  has  spawned  imita- 
tors. So  if  the  authors  toss  a few 
grenades  just  to  see  who  they  startle, 
that  is  fine.  Purists  in  astronomy  dis- 
paraged Carl  Sagan  for  bringing  sci- 
ence to  the  masses.  Economics  is  about 
people,  and  with  its  breezy  approacha- 
bility,  Freakanomics  has  given  eco- 
nomics back  to  the  people.  H3 
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Chaos  in  the  Markets 

continued  from  page  27 

Mississippi  Bubble  and  the  Law  System  in  France. 
Cupidity,  corruption,  greed,  and  the  madness  of  the 
crowds  all  played  a part.  But  the  underlying  idea  of 
refunding  and  monetizing  the  debt  was  sound:  it  was  just 
ahead  of  its  time. 

These  three  fantastic  bubbles,  superficially  offered  as 
demonstrations  of  investor  stupidity,  greed,  and  corrup- 
tion, are  considerably  more.  While  there  is  certainly 
enough  bad  behavior  in  each  of  them  to  fill  Purgatory, 
the  bubbles  are  much  more  complex  and  are  in  many 
ways  legitimate. 

All  took  place  during  periods  of  dynamic  change.  Feu- 
dalism was  in  its  death  throes.  Industry  and  trade  were  on 
the  rise.  Finance  responded  and  fashioned  new,  sophisti- 
cated tools.  These  operated  beyond  many  of  society’s 
existing  controls,  certainly  beyond  its  own  understanding. 
Futures  markets  survive  and  remain  a vital  financial  tool. 
The  Mississippi  and  South  Sea  Bubbles  were  the  result  of 
grand  schemes  to  refund  crippling  national  debt  and  dis- 
tribute much-needed  liquidity.  Both  failed  but  the  magic  of 
credit  and  monetary  policy  persist.  BD 

Christian  C.  Day  is  a professor  of  law  and  director  of  The 
Center  for  Law  and  Business  Enterprise  at  Syracuse  Uni- 
versity College  of  Law. 
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TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history f 

By  Bob  Shahazian 

1.  What  is  the  origin  of  the  phrase  “not  worth 
a continental?” 

2.  What  was  the  first  railway  built  in  America? 

3.  When  and  where  was  free  mail  service  started 
in  this  country? 

4.  When  did  the  United  States  go  off  the  gold 
standard? 

5.  In  the  world  of  finance,  what  is  the  Rule  of  72? 

6.  The  $50  bill  is  the  second  of  the  greenbacks  to 
be  colorized.  What  was  the  first? 

7.  Who  invented  the  flavor  syrup  for  Coca-Cola 
in  1886? 

8.  In  what  year  did  the  New  York  Stock  Exchange 
move  into  its  current  facility  at  the  corner  of 
Wall  and  Broad  Streets? 

9.  What  is  New  York’s  oldest  bank? 

10.  In  what  country  is  the  world’s  oldest 
continuously-operating  bank  located? 
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Events  Calendar 


WINTER/SPRING  2006 


March  29  Talk,  book  signing,  and  reception  with  author  Edward  J.  Renehan,  Jr.  on  Dark  Genius  of 

Wall  Street:  The  Misunderstood  Life  of  Jay  Gould.  King  of  the  Robber  Barons.  NYU  Stern 
School,  Schimmel  Auditorium,  40  West  4th  Street,  NYC.  6:30-9:00  pm.  Members  only; 
reservations  required.  Free. 

April  11  Talk,  book  signing  and  whiskey  tasting  with  author  William  Hogeland  on  The  Whiskey 

Rebellion:  George  Washington,  Alexander  Hamilton,  and  the  Frontier  Rebels  Who 
Challenged  America's  Newfound  Sovereignty.  Wall  Street  Rising  Downtown  Information 
Center,  25  Broad  St.,  NYC.  5:30-7:30  pm.  Reservations  required.  Free. 

April  15  Celebrate  Tax  Day  at  the  Museum  with  our  “Financial  Literacy”  Family  Day.  Learn  about 

how  money  is  made  - literally  - and  the  government’s  fight  against  counterfeiting. 

Secret  Service  agents  will  show  some  of  the  latest  counterfeits,  children  will  design  cur- 
rency using  the  new  security  features,  and  there  will  be  ongoing  demonstrations  of 
currency  printing  on  a 19th  century  “spider”  press.  Museum  gallery,  28  Broadway,  NYC. 
10  am -4  pm.  Kids  free;  $2  Museum  admission  for  adults. 

April  26  Lunchtime  talk  and  book  signing  with  authors  Peter  Ressler  and  Monika  Mitchell  Ressler 

on  Spiritual  Capitalism:  What  the  FDNY  Taught  Wall  Street  About  Money.  Wall  Street 
Rising  Downtown  Information  Center,  25  Broad  St.,  NYC.  12:00  noon.  Food  will  not  be 
served;  feel  free  to  bring  a bag  lunch.  Free. 

May  18  Talk,  book  signing,  and  reception  with  author  Benjamin  Friedman  on  The  Moral 

Consequences  of  Economic  Growth.  NYU  Stern  School,  Schimmel  Auditorium, 

40  West  4th  St.,  NYC.  6:30-9:00  pm.  Members  only;  reservations  required.  Free. 

Ongoing  On  display  at  the  Museum  of  American  Finance,  28  Broadway,  NYC 

“Making  Money:  Bank  Note  Engraving  and  the  Fight  Against  Counterfeiting”  explores  the 
security  features  in  currency  from  Colonial  notes  to  today's  modern  money.  This  exhibit  fea- 
tures counterfeit  notes  alongside  their  genuine  counterparts  and  includes  examples  of  fake, 
altered,  and  "raised”  notes,  as  well  as  beautifully  engraved  bank  notes,  stock  certificates, 
travelers  checks,  and  uncut  sheets  of  currency  from  the  collection  of  Mark  D.  Tomasko. 

"Survival  of  the  Fittest:  The  Evolution  of  the  Dow  Jones  Industrial  Average,”  an 
exhibition  on  the  role  the  original  12  Dow  companies  played  in  the  development  of  the 
US  economy.  The  exhibit  traces  the  history  of  The  Dow  from  its  founding  in  1896 
through  the  present  and  features  artifacts,  financial  documents,  and  historical  anecdotes 
from  the  original  companies  and  their  extant  successors.  A portion  of  the  exhibit  focuses 
on  what  The  Dow  is  and  how  it  can  be  interpreted  to  make  educated  investment 
decisions. 


For  information  and  reservations,  please  call  Kristin  Aguilera  at 
212-908-4695  or  e-mail  kaguilera@financialhistory.org. 
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AMERICAN  FINANCIAL  HISTORY 

STOCKS,  BONDS  AND  FINANCIAL  DOCUMENTS 
HIGHLIGHTING  THE  HISTORY 
OF  GOVERNMENT  FINANCE, 

WALL  STREET  AND  AMERICAN  ENTERPRISE. 

WE  ARE  ONE  OF  AMERICA'S  LEADING  DEALERS 
SPECIALIZING  IN  BETTER  QUALITY 
FINANCIAL  INSTRUMENTS, 

LETTERS,  DOCUMENTS  AND  AUTOGRAPHS 
RELATED  TO  AMERICA  S FINANCIAL  HISTORY. 


FOR  A COPY  OF  OUR  NEXT  CA  TALOG 
PLEASE  CALL  US  TOLL  FREE  IN  USA  (800)  225-6233 


Scott  J.  Winslow  Associates 
Post  Office  Box  10240 
Bedford,  New  Hampshire  03110 


Ken  Prag  Paper  Americana 

Stocks  & Bonds  • Post  Cards  • Passes  • Timetables  • Etc. 
Catalog  plus  3 beautiful  stocks  $8.95 

Also  buy! 

Ken  Prag,  Box  14817, 

San  Francisco,  CA  941 14 

Tel.  (415)  586-9386  • kprag@planeteria.net 


RAILS  REMEMBERED 

ANTIQUE  STOCKS  AND  BOND  CERTIFICATES 
POST  OFFICE  BOX  464 
ROSEMEAD,  CALIFORNIA  91770 
PHONE  (626)  572-0419  EVES 

SEND  TODAY  FOR  LISTING 


Robert  O.  Greenawalt 

CURATOR  AND  COLLECTOR 


4-4-0  American  Type 
steam  loco 


SERVING-  HISTORICALLY-MINDED  FANS  OF  FINANCIAL  RAILROADIANA 
- SELL-  BUY  - TRADE  (I  HAVE  HIGH  LEVEL  SWAPUM) 


Herzog  Hollender  Phillips  & Co. 

P.O.  Box  14376,  London  N’Wb  12D,  England 

Keith  Hollender,  Author  of  “Scripophily” 


Tel/  Fax  (OsO)  7433-3577 
hollender@dial.pipex.com 
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ROBERT  F.  KLUGE 


GRAPHIC  AND  HISTORIC 
PAPER  AMERICANA: 
ANTIQUE  STOCKS 
AND  BONDS 


P.O.  BOX  155  • ROSELLE  PARK,  NJ  07204  • 908-241-1209 


Toll  Free: 

800  717-9529 
Or  Call: 

603  882-2411 
Fax: 

603  882-4797 
E-mail: 

collect@glabarre.com 

Web  Site: 

www.glabarre.com 


GEORGE  H. 


LaBAI^E 

GALLERIES 

'"INC. 

P.O.  Box  746  Hollis,  N.H.  03049 


Buying  and  Selling 
Stocks  and  Bonds,  Paper  Money 
Important  Autographs  and  Quality 
Collectibles  of  all  kinds. 


The  Largest  Collectible  Stock  and  Bond  Inventory  in  the  World 


Fantastic  New  American  Rarities  Web  Page 

http:llcommunity.webshots.com/userljaygoiddlOO 

Hundreds  of  the  Best  are  there -or  will  be  added  soon!! 
Railroads, Mining,  Telegraph-Telephone,  Autos,  Oils,  Letters  — 
Jay  Gould, Vanderbilts,  George  Washington,  etc. 

This  is  a permanent  address  Check  it  out  every  month  for  inexpensive 
items  as  well  as  the  very  rarest  and  best!!! 

Also  Auctions  for  the  BEST  Rarities.  Save  this  AD  and  Web  address! 
Also  Buying  Nice  and  Unusual  Pieces!! 

David  M.  Beach 

| antiquestocks@cfl.rr.com. 

P.O.  Box  471356 
Lake  Monroe,  Florida  31747 

407-688-7403.  Visit  Us  in  ORLANDO  by  D1SNEYWORLD 
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r INTERNATIONAL  BOND  & SHARE  SOCIETY  - 

Founded  1978  for  the  encouragement  of  Scripophily 


The  Directory  Scripophily 

A Membership  A quarterly 

and  Dealer  ....-KlrN  magazine  with 


directory,  with 
full  listings  for 
the  U.S.A., 

U.K.,  Germany 
and  40  other 
countries. 
Published 

annually. 


40+  illustrated 
pages  of  U.S., 
European  & 
world  news, 
research, 
auctions, 
and  a diary  of 
coming  events. 


Meetings 

London,  England  • Strasburg,  Pennsylvania 
Memphis,  Tennessee  • Toronto,  Canada 
Johannesburg,  South  Africa 


FOR  INFORMATION 


U.S.A. 

Richard  T.  Gregg 
1 5 Dyatt  Place 
Hackensack,  NJ  07601-6004 
Tel:  (+1)  201  489  2440 
Fax:  (+1)  201  592  0282 
President@scripophily.org 

REST  OF  THE  WORLD 

Peter  Duppa-Miller 

Beechcroft 

Combe  Hay 

Bath  BA2  7EG,  UK 

Tel:  (+44)/(0)  1225  837271 

Fax:  (+44)/(0)  1225  840583 

Chairman@scripophily.org 

www.scripophily.org 


REACH  YOUR  MARKET 

Advertise  //?  Financial  History  magazine 

The  Museum’s  membership  magazine. 
Financial  History,  has  become  a respected 
source  for  the  history  of  business,  commerce 
and  the  capital  markets.  It  reaches  a diverse 
audience  of  finance  professionals,  collectors 
of  historical  financial  documents  and  memorabilia, 
universities  and  libraries,  and  thousands  of 
investors  throughout  the  United  States  and  abroad. 
It  is  al  so  distributed  at  more  than 
io  major  conferences  and  auctions  each  year. 

For  more  information  on  advertising 
in  Financial  History,  or  to  place  an  ad 
in  the  Spring  issue,  please  e-mail 
Kristin  Aguilera  at  kaguilera@financialhistory.org 
or  call  212-908-4695. 


Take  advantage  of  your  Museum  membership 
at  the  Museum  Shop.  Members  receive  a 10%  discount 
on  all  purchases  at  28  Broadway,  or  online  at 
financialhistory.org.  Featured  in  Travel  & Leisure, 
the  Shop  offers  a wide  variety  of  financial  prints, 
books,  clothing,  jewelry,  and  souvenirs. 


Corporate  gifts  are  also  available. 


For  more  information,  or  to  place  an  order, 
call  the  Museum  Shop  at  212-908-4613 
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MUSEUM 

AMERICAN 


FINANCE 

The  Museum  of  American  Finance, 
an  affiliate  of  the  Smithsonian  Institution, 
is  the  only  independent  public  museum  dedicated 
to  capitalism,  entrepreneurship,  and  free  enterprise. 
It  celebrates  and  teaches  the  power  of  a democratic 
free  market  economy  to  better  the  financial  lives  of 
individuals,  companies,  and  nations. 

The  Museum  is  located  at 
28  Broadway,  New  York  City. 

Hours:  10:00  a.m.  until  4:00  p.m. 
Tuesday-Saturday.  Donation  $2.00. 

For  further  information, 

please  contact  the  Museum  at  212-908-4110 
or  visit  our  website,  financialhistory.org 


IT’S  YOUR  BUSINESS. 

Join  the  Museum’s 

Annual  Corporate  Membership  Program 

and  put  your  company’s  support  behind  the 
Museum’s  work  to  teach  financial  empowerment 
using  the  lessons  of  financial  history 

Corporate  memberships  begin  at  $1,000 
and  include  the  following  benefits: 

• Free  admission  for  employees  and  their  guests 

• Acknowledgment  in  the  gallery,  on  the  Museum’s 
website,  and  in  Financial  History  magazine 

• Invitations  to  Museum  openings  and  events 

• One  individual  Finance  Museum/Smithsonian 
Affiliate  Membership 

For  information,  please  call  212 -908-4604 


Become  a Smithsonian  Affiliate  Member 


The  Museum  of  American  Finance,  an  Affiliate  of  the  Smithsonian  Institution,  rewards  its  members  at  contributing  levels  with  all 
the  benefits  of  regular  Museum  membership,  plus  the  benefits  of  membership  in  the  Smithsonian. 

Smithsonian  Benefits 

• 12  issues  of  Smithsonian  magazine 

• 10%  discounts  on  shopping  and  dining  when  you  visit  the  Smithsonian 
and  on  all  purchases  from  SmithsonianStore.com 

• 20%  discount  on  publications  from  Smithsonian  Books 

• Affiliate  membership  card 

• Exclusive  international  and  domestic  travel  programs  and  study  tour 
opportunities  from  Smithsonian  Journies 

• Access  to  a special,  members-only  website  at 
http://affiliations.si.edu/members 

• Free  admission  to  the  Cooper-Hewitt  National  Design  Museum  in  New  York 

Financial  History  Benefits 

• 4 issues  of  Financial  History  magazine 

• 10%  discount  in  Museum  Shop 

• Free  admission  for  you  and  your  guests  to  the  gallery 

• Membership  card 

• Advance  notice  of  Museum  events 

• Invitations  to  exhibit  openings 

• Borrowing  privileges  from  the  Museum  Library 

To  become  a Smithsonian  Affiliate  Member,  please  send  a check  for  $150  payable  to  “Museum  of  American  Finance, 

Membership  Department,  26  Broadway,  Room  947,  New  York,  NY  10004.  All  but  $44  of  your  contribution  is  tax-deductible. 
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Our  Outstanding  Team  of  Experts  Can  Help  You 

Get  the  Most  for  Your  Collection 


You’ve  spent  years  putting  together  an  outstanding  collection,  and  now 

€3215130  you  are  ready  to  sell.  Will  the  people  who  handle  the  disposition  of 

gmw  your  collection  know  as  much  about  it  as  you  do?  They  will  at  Smythe! 


Autographs;  Manuscripts;  Photographs; 
International  Stocks  and  Bonds. 

Diana  Herzog  President.  R.M.  Smythe  & Co., 

Inc.  BA,  University  of  London;  MA,  New  York  University — 
Institute  ot  Fine  Arts.  Former  Secretary.  Bond  and  Share 
Society;  Past  President.  Manuscript  Society;  Editorial  Board. 
Financial  History.  Board  Member:  PADA. 

U.S.  Federal  & National  Currency; 
U.S.  Fractional  Currency;  Small  Size 
U.S.  Currency;  U.S.  MPC. 

Martin  Gengerke  Author  of  U.S.  Paper  Money 

Records  and  American  Numismatic  Auctions  as  well  as  numerous 
articles  in  Paper  Money  Magazine,  the  Essay  Proof  Journal,  R.mk  Note  Reporter 
and  Financial  History.  Winner  ol  the  only  award  bestowed  bv  the  Numismatic 
Literarv  Guild  tor  excellence  in  cataloging,  and  the  1999  President’s  Medal 
trom  the  American  Numismatic  Association.  Member:  ANA.  SPMC. 


Small  Size  U.S.  Currency;  Canadian 
Banknote  Issues;  U.S.  Coins. 


Tl 

Scott  Lindquist  BA.  Minot  State  University, 

Business  Administration/Management.  Contributor  to  the 

Money  Records.  Professional  Numismatist  and  stile  proprietor 
of  I he  Coin  Cellar  for  16  years.  I ife  Member:  ANA.  CSNS.  Member: 

PCDA.  FCCB.  SPMC. 

U.S.  and  World  Coins. 

ANDY  LUSTIG  has  been  dealing  in  U.S.  and  World 
coins  since  1973,  and  has  attended  more  than  2,000  coin 

I shows  and  auctions.  His  specialties  include  U.S.  patterns, 
pioneer  gold,  and  rarities  of  all  series.  He  is  a co-founder  of 
I he  Society  ot  U.S.  Pattern  Collectors,  a major  contributor 
to  the  8th  Edition  ot  the  Judd  book,  a former  PCGS  grader,  and  a co-founder 
of  Eureka  Trading  Systems.  Member:  ANA.  GSNA,  CSNS,  NBS,  ANUCA, 
FUN.  1CTA,  and  USMcxNA. 


Please  call  for  our  auction  schedule. 
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f Antique  Stocks  and  Bonds; 

U.S.  Coins;  Paper  Money. 

STEPHEN  GOLDSMITH  Executive  Vice  President, 
R.M.  Smythe  & Co.,  Inc.  BA.  Brooklyn  College. 
Contributor  to  Paper  Money  of  the  United  States,  Collecting 
U.S.  Obsolete  Currency,  Financial  History,  and  Snutrt  Money. 
Editor,  An  Illustrated  Catalogue  of  Early  North  American  Advertising  Notes . Past 
President  and  Board  Member,  Professional  Currency  Dealers  Association. 
Member:  PCDA,  ANA,  SPMC,  IBSS,  New  England  Appraisers  Association. 

U.S.  and  World  Coins. 

NlRAT  LE  RTC  H I TV  I KU  L has  been  dealing  in  U.S. 
and  World  coins  since  1976.  Area  ot  specialties  include  U.S. 

and  World  coins.  Nirat  has  been  a contributor  to  many  world 

coin  catalogues,  and  has  authenticated  world  coins  for  third 
party  grading  services.  Founder  ot  Seaclassic.com  website. 
Member:  ANA.  FUN,  NAT,  PCSG,  NGC,  GSNA,  CSNS 


U.S.  Coins  and  Medals. 

JAY  ERLICHMAN  Contributor  to  A Guide  Rook  of 
l ..S.  Coins  and  A Guide  Rook  of  Rrirish  Coins.  Assembled  and 
managed  investment  portfolios  of  U.S.  coins.  Employed  by  the 
Federal  Trade  Commission  as  an  expert  witness  on  consumer 
fraud.  Member:  ANA.  PCGS,  NGC. 


Ancient  Coins  and  Medals. 

Thomas  Tesoriero  Proftcsional  Numismatist 

tor  38  years  in  New  York.  Ancient  Greek  and  Roman  coins, 
medieval,  world  gold  and  silver,  paper  money.  Long  time 
member  ot  the  New  York  Numismatic  Society',  involved 
with  the  Membership  Committee.  Member:  ANA, 

ANS.  AINA,  FRNS. 


2 Rector  Street,  12th  Floor,  New  York,  NY  10006-1844 
tel:  212-943-1880  toll  free:  800-622- 1 880  fax;  2 1 2-3 1 2-6370 

email:  info@smytheonline.com 
website:  smytheonline.com 


The  future  home  of  the 

Museum  of  American  Finance 

48  Wall  Street,  New  York  City 


Corporate  and  individual  named  gift  opportunities  at  a variety 
of  levels  are  still  available.  To  learn  how  you  can  become  involved 
in  the  48  Wall  Street  project,  please  contact  Kristin  Aguilera  at 
212-908-4695  or  Patricia  Robin  at  212-908-4694. 


